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PREFACE 


1^ 


This  treatise  is  concerned  with  vmiform  systems  of  accovmt- 
■^^   Ing  for  public  utilities  of  three  classes,  namely,  (1)  elec- 


^^ 


trie  ll^t  and  power  companies,  which  will  be  referred  to  as 
''electric  utilities";  (2)  gas  companies,  being  those  distribut- 
Ing  manufactured  gas,  which  will  be  referred  to  as  gas 
utilities'*;  and  (3)  companies  operating  water-supply  systems, 
which  will  be  referred  to  as  "water  utilities •'' 

Altho  each  of  these  classes  requires  a  schedule  of  accounts 
different  in  some  respects  from  that  required  by  the  others, 
there  are  many  points  in  which  the  requirements,  of  an  account- 
ing system  are  the  same#   It  is,  therefore,  convenient  to 
consider  together  the  principles,  methods,  and  accoxmting 
forms,  so  far  as  they  are  substantially  the  same  in  all  three 
classes* 

The  term  "\miform  system  of  accoxmting"  when  used  in  con- 
nection with  public  utilities  usually  refers  to  a  system  of 
accounts  prescribed  by  a  state  commission  and  required  to  be 
used  by  all  utilities  of  a  given  class  operating  within  a 
state  and  subject  to  the  jurisdiction  of  such  commission. 
These  systems  of  accounts  are  also  frequently  called 
"classifications  of  accounts"  or,  briefly,  "classifications." 
They  will  be  so  referred  to  in  this  treatise. 

Any  system  of  accoimts  tttat  is  to  be  statewide  in  its 
application  to  a  given  class  of  public  utilities  must  of  ne- 
cessity be  adaptable  to  a  wide  range  of  conditions.  The  small 
town  electric -light  plant  in  which  the  townspeople  invest  a 
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few  hundred  dollars,  and  the  electric  light  and  power  plant 
serving  the  diverse  needs  of  a  large  city  or  great  Industrial 
area,  having  investments  of  over  one  hundred  million  dollars, 
with  its  owners  in  all  parts  of  the  country,  presents  widely 
different  aecotintlng  requirements.  To  meet  these  conditions. 
If  uniformity  is  to  be  secured,  the  accounting  system  must  be 
so  devised  that  by  contracting  or  expanding  the  basic  groups 
the  same  accounting  structure  may  fit  the  requirements  of  all. 

Many  puTjlic-utillty  companies  operate  different  classes 
of  utilities,  such  as  electric  and  gas,  or  various  other  com- 
binations of  two  or  more  classes.  Frequently  electric  rail- 
ways and  central  station  heating  plants  are  operated  in  con- 
nection with  electric  utilities.  This  joint  operation 
introduces  many  complex  problems  involving  the  allocation  of 
costs,  which  make  it  most  desirable  that  the  general  structure 
of  the  classifications  of  accounts  for  all  of  these  classes 
of  utilities  be  as  nearly  alike  as  may  be  permitted  by  the 
nature  of  the  business  and  the  conditions  under  v/hich  it  is 
conducted. 

In  the  matter  presented  herein  no  attempt  has  oeen  made  to 
deal  with  the  general  accounting  principles  which  are  common 
to  all  types  of  business  enterprises.  Accounting  principles 
are  discussed  only  in  cases  where  they  should  be  given  special 
consideration  in  electric,  gas,  or  water  utilities. 

Attention  will  be  given  to  some  phases  of  the  public^ 
utility  accountant's  "duties  which  the  author  has  not  found 
discussed  in  many  of  the  excellent  works  on  accounting  and 
auditing.  Some  of  the  matters  considered  lie  somewhat  beyond 
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the  field  of  accounting,  being  related  to  statistics,  finance, 
economics,  rate  making,  and  other  matters  growing  out  of  the 
peculiar  relation  of  public  utilities  to  the  public,  which 
place  upon  the  accountant  responsibilities  requiring  an 
understanding  of  matters  not  strictly  of  an  accounting 
nature# 

A  rather  extended  discussion  has  been  entered  into  in 
connection  with  utility  rate  problems.  This  has  been  prompt- 
ed largely  by  the  author ^s  observations  of  the  manner  in 
which  Information  has  frequently  been  presented  to  regulatory 
commissions  in  connection  with  oases  Involving  rate  makings 
Frequently  the  information  presented  in  such  cases  is  so 
incomplete,  or  presented  in  such  a  confused  manner,  that  it 
is  difficult  for  the  commission  to  render  a  decision  based 
upon  a  comprehensive  understanding  of  the  facts^ 


W.  M.  HAMMOND. 
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CHAPTER  I 

STATE  REGULATION  OF  PUBLIC   UTILITIES 


The  essential  points  brought  out  in  this  section  are 
briefly  summarized  in  the   following: 

1.  There  are  problems  peoullar  to  the  public -utility  business,   on 
account  of  its  intimate  relation  to  the  general  interests  of  the 
public* 

2.  Our  whole  economic  development  is  absolutely  dependent  upon  public 
utilities* 

3»  To  insure  adequate  service  to  the  public  at  fair  rates,  public 
utilities  are  subject  to  governmental  regulations  in  nearly  every 
state  in  the  Union* 

4*   The  National  Association  of  Railway  and  Utilities  Ooianiss loners, 
an  organization  of  the  state  conmiss loners  of  the  states,  has 
formulated  and  approved  uniform  classifications  of  accounts  rec- 
oomended  for  use  in  all  states* 

5.  A  majority  of  the  states  have  adopted  the  uniform  classifications 
of  the  natiozsal  association* 

6.  National  uniformity  of  classification  has  many  advantages,  among 
which  are  a  more  clearly  defined  terminology,  a  readier  means  of 
comparing  financial  statements,  and  various  economies  in  connection 
with  accounting  procedure* 
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STATE  REGUIATION  OF  PUBLIC  UTILITIES 
Characterlstlos  of  the  Publlc^'Utlllty  Business,-  The  pub- 
llo-ntllity  husiness  is.  In  important  characteristics,  differ- 
ent from  other  industries.  The  character  of  the  operating 
processes  and  the  necessity  for  continuous  service  of  uniform 
quality,  with  capacity  to  Baeet  the  instant  demand  on  productive 
facilities  having  little,  if  any,  storage  capacity,  present 
problems  peculiar  to  the  public-utility  business* 

Another  matter  of  great  significance  is  the  intimate  re- 
lation of  the  public  utility  to  the  general  interests  of  t?ie 
public*  In  ordinary  business  enterprises,  prices  are  regu- 
lated by  competition,  and  the  consumer  has  little  concern 
with  the  underlying  facts  on  which  prices  are  based*  He  buys 
where  he  can  buy  cheapest,  quality  considered,  or  possibly  he 
refrains  from  purchasing  until  prices  are  more  to  his  liking* 
Bat  the  consumer  cannot  obtain  pablic-utillty  service  thru  a 
competitor  of  the  company  serving  him,  nor  can  he  well  go 
without  the  service  or  postpone  taking  it* 

For  these  reasons,  and  others,  among  which  is  the  necessity 
for  the  use  of  public  streets  by  the  utility,  the  public,  act- 
ing under  the  police  powers  of  the  several  states,  has  asserted 
authority  to  regulate  the  prices  or  rates  charged  for  public- 
utility  service,  as  well  as  the  conditions  of  service* 
Practically,  every  inhabitant  within  the  territory  served  by 
the  utility  is  a  daily  user  of  the  service  in  one  form  or 
another*  The  public  utility  is  not  merely  an  organization  of 
capital  for  private  profits,  but  is  a  great  institution 


assuming  an  obligation  to  servo  all  alike  to  the  limit  of 
their  needs* 

Bconomic  Importance  of  Public  Utilities.  -  The  investment 
in  public  utilities  in  the  United  States  is  estimated  at 
about  eighteen  billion  dollars,  the  largest  investment  in 
any  single  industry  except  the  railroads,  which,  of  course, 
are  public  utilities,  but  we  use  the  term  in  its  restricted 
sense  applying  to  all  utilities  other  than  railroads.  This 
is  almost  twice  the  investment  in  the  iron  and  steel  industry, 
which  is  the  next  largest. 

The  electric  light  and  power  business  represents  an  invest- 
ment of  nearly  six  billion  dollars.  Gas  companies  have  an 
investment  of  approximately  four  billion,  while  the  street 
and  interurban  railway  investment  is  about  five  billion,  and 
the  telephone  business  represents  more  than  two  billion  of 
investment.  Large  investments  are  also  represented  by  the 
water  companies,  bus  lines,  heating  companies,  and  a  few 
other  classes  of  public  utilities. 

Probably  no  single  major  industry  in  the  United  States  has 
such  a  wide  diversification  in  its  investors  or  so  many  of 
its  employes  and  customers- owners  of  its  stocks  and  bonds. 
Insurance  companies,  banks,  and  trust  companies  own  about  two 
billion  dollars  of  public-utility  securities.  The  laws 
governing  investments  in  savings  banks  in  most  states  permit 
the  purchase  ot  high-grade  utility  bonds  by  such  institutions. 
These  facts  point  to  the  wide  public  interest  in  the  industry 
and  its  tremendous  importance  in  the  economic  scheme  of  the 
country. 


These  facts,  however,  by  no  means  measure  the  economic 
status  of  the  public-utility  business,  for  our  whole 
economic  development,  including  various  lines  of  industry  and 
comtnerce,  with  investments  in  the  aggregate  vastly  greater 
than  the  public-utility  Investment,  is  absolutely  dependent 
upon  the  public  utilities. 

Corporate  Form  of  Organization.-  The  public-utility 
organization  is  usually  in  corporate  form.  Practically  all 
corporations  are  created  under  state  laws,  and  such  laws  pro- 
vide certain  rules,  in  acoor<ianoe  with  which  the  corporate 
activities  must  be  carried  on.  While  matters  relating  to 
corporation  law  are  not  within  the  scope  of  this  discussion, 
it  may  be  suggested  that  as  the  records  of  the  corporation 
must  be  kept  so  as  to  conform  with  the  laws  under  which  it  is 
incorporated,  it  is  important  that  accountants  who  assume 
responsibility  for  the  company's  records  be  familiar  with  the 
general  laws  governing  corporations  and  the  franchise  grants, 
as  well  as  the  special  laws  relating  to  public  utilities  of 
the  state  or  states  in  which  the  company  does  business. 

State  Regulation  of  Public  Utilities.-  In  nearly  every 
state  of  the  Union  public  utilities  are  subject,  not  only  to 
the  general  corporation  laws,  but  also  to  governmental  regu- 
lation, exercised  thru  a  commission  or  board  as  an  agency  of 
the  state  government.  These  commissions  are  designated 
"Public  Service  Commission"  in  sixteen  states,  and  "Public 
Utilities  Commission"  in  thirteen  states.  In  other  states, 
as  in  Wisconsin  and  aalifornla,  the  Railroad  Commission  has 
been  given  jurisdiction  over  all  public  utilities.  In  Illinois, 
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the  commission  is  known  as  the  Illinois  Commerce  Commission, 
while  in  other  states  are  found  different  names.  The  extent 
of  the  authority  delegated  to  these  commissions  by  the  states 
varies  considerably*   In  many  states  the  commission  has 
authority  over  rates,  service,  capitalization,  security 
Issues,  accounting,  franchise  provisions,  and  other  matters 
in  which  the  public  is  deemed  to  have  a  special  interest. 

While  regulation  of  this  character  finds  its  chief 
justification  in  the  need  for  insuring  adequate  service  at 
fair  and  reasonable  rates  to  all  customers  or  patrons  with- 
out discrimination  or  favor,  it  was  early  recognized  that 
effective  control  over  rates  and  service  could  not  be  estab- 
lished without  control  of  accounting  methods  and  publicity  of 
facts  obtained  thini  such  control.  These  relations  of  the 
public  utility  to  regulatory  bodies  naturally  emphasize  the 
Important  relations  of  the  accounts  to  the  economic  questions 
involved  in  the  determination  of  property  values,  fair  rate 
of  return  on  Invested  capital,  and  the  distribution  of  the 
burden  of  providing  the  necessary  revenues,  involving  the 
many  complicated  questions  of  rate  making. 

Accounting  Systems  Prescribed  by  Commission.-  Under  the 
laws  creating  state  public-utility  or  public-service  com- 
missions, such  commissions  are  given  power  to  establish  a 
uniform  system  of  accounts  to  be  kept  by  public  utilities, 
or  to  classify  public  utilities  and  establish  a  \miform  system 
of  accounts  for  each  class  and  to  prescribe  the  manner  in 
which  such  accounts  shall  be  kept.  They  may  also,  in  their 
discretion,  prescribe  the  forms  of  accounts,  including  records 


of  service  as  well  as  accounts  of  earnings  and  expenses  and 
any  other  forms  and  records  which,  in  the  judgment  of  the 
commission,  may  be  necessary  to  carry  out  the  provision  of 
the  act  regulating  public  utilities^ 

Development  of  National  Unifoinn-Aocountin^  Sy3tem>^>  An 
examination  of  the  earlier  accounting  systems  prescribed  by 
the  commissions  of  the  several  states  reveals  a  lack  of 
tmiformity  of  classification  and  proced\ire  and  some  differences 
In  principle •  This  condition  was  due  partly  to  differences  in 
state  laws,  which  in  some  states  conferred  broader  regulatory 
powers  than  in  other  states,  and  partly  to  the  fact  that  the 
state  commissions  had  not  devised  a  plan  for  co-operation 
as  between  the  states*  The  national  associations  of  some  of 
the  utilities  had  formulated  and  approved  classifications  of 
accounts  intended  for  general  use  by  their  member  companies 
In  the  several  states,  but  these  associations  had  no  nieans  of 
securing  general  adoption  of  their  classifications. 

The  National  Association  of  Railway  and  Utilities  Com- 
missioners (which  is  composed  of  the  members  of  the  several 
state  commissions),  realizing  the  advantages  of  uniformity 
In  accounting  practices  and  in  financial  statements,  at  its 
annual  meeting  in  1919  instructed  its  Committee  on  Statistics 
and  Accounts  of  Public  Utilities,  of  which  the  author  has 
been  a  member  for  several  years,  to  prepare  and  submit  a 
report  on  the  subject  of  a  uniform  system  of  accounts  for 
electric  and  gas  companies •  This  committee  submitted  to  the 
association  at  its  meeting  In  Washington,  D*  C.,  in  November, 
1920,  the  uniform  classifications  of  accounts  for  electric 
and  gas  utilities,  which  were  adopted  by  the  National  Association 
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of  Railway  and  Utilities  Commissioners  in  the  same  year. 
The   following  year  a  uniform  classification  of  accounts  for 
water  companies  was  drafted  by  the  committee  and  adopted  "by 
the  Association.     These   classifications  were  revised  to  some 
extent  and  again  approved  at  the  annual  meeting  of  the 
Commissions  at  Detroit,   in  1928. 

Advantages  of  National  Uniformity.   -  The  advantages  of 
national  uniformity  in  public  utility  accounting  are  many. 
Some  of  these  may  be  briefly  stated  as  follows: 

1.  Uniform  terminology  prevents  misunderatanding  and  eonfnsion  . 
in  disoussiona  relating  to  public  utilities. 

2.  1  comparison  of  figures  in  financial,  operating,  and  other    ^ 
statements  is  made  easier  and  of  greater  value. 

9.  Greater  economy  is  secured  thru  the  elimination  of  wasteful  v 
duplication  of  forms  and  records  by  utilities  operating  in 
more  than  ons  state.     Likawiss  much  time  and  labor  of 
accountants  and  others  is  saTsd,  since  they  do  not  have  to 
keep  in  mind  and  use  more  or  less  conflicting  accounting 
methods  and  rules* 

National  uniformity  in  accounting  matters  will  be  ben- 
eficial to  the  regulatory  authorities,  to  the   industries 
regulated,  and  to  investors  and  the   public  who  may  have 
occasion  to  investigate  the  financial  conditions  associated 
with  public-utility  affairs.     When    all  concerned  are  assured 


that  the  titles,    "fixed  capital,"  '^operating  revenues,'' 

*^ope rating  expenses,"   "operating  income,"  have  a  lilce 

significance  wherever  and  whenever  used,   and  that  reports 

of  transactions  occurring  in  any  part   of  the  United  States  may 

be  compared,  with  the  assurance  that  they  embody  a  uniform 

and  orderly  statement  of  facts,   a  confidence  will  be  engendered 

in  the  minds  of  all  that  the  business  is  carried  on  upon 

a  soxind  financial  basis. 


state  Adoption  of  Uniform  System  of  Accounts  ^-  The  National 
Association  of  Railway  and  Utilities  Commissioners  has  rec- 
ommended the  adoption  of  the  iinlform  system  of  accounts  for 
electric,  gas,  and  water  companies,  as  prepared  by  Its  com- 
mittee on  statistics  and  accounts*  The  regulatory  commissions 
In  the  following  states  have  adopted  the  uniform  classification 
of  accounts  for  electric-futility  companies  and  In  most  of  these 
states  they  have  adopted  the  \inlform  classification  of  accounts 


for  gas  companies » 

Alabama 

Arkansas 

Arizona 

Colorado 

Connecticut 

Georgia 

Idaho 

Illinois 

Indiana 


Kansas 

Maine 

Massachusetts 

Michigan 

Nevada 

New  Jersey 

New  York 

North  Dakota 

Oregon 


Tennessee 

Utah 

Vermont 

Virginia 

Washington 

West  Virginia 

Wisconsin 

Wyoming 


In  nine  states  the  regulatory  commission  does  not  have 
Jurisdiction  over  the  accounts  of  electric  light  and  power 
companies,  or  gas  companies,  these  states  being  Florida, 
Iowa,  Kentucky,  Minnesota,  Mississippi,  Nebraska,  New  Mexico, 
South  Carolina,  and  Texas.  Delaware  does  not  have  a  state 
regulatory  commission. 

The  states  of  Louisiana,  Mfi.i*yland,  Missouri,  Montana, 
New  Hampshire.,  North  Carolina,  Ohio,  Oklahoma,  Oregon, 
Pennsylvania,  Rhode  Island,  and  South  Dakota,  have  not  yet 
adopted  these  classifications.  Neither  has  the  District  of 
Columbia  adopted  them.  In  California,  the  classification 
of  accounts  promulgated  by  the  Federal  Power  Commission  has 
been  adopted. 

In  several  of  the  states  ha.ving  no  regulatory  commission 

the  larger  companies  have  volnntarlly  adopted  the  classification 
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of  accounts  recornmended  by  the  National  Association  of 
Railway  and  Utilities  Conimissioners,     In  some  of  the  states 
in  which  these  classifications  have  not  been  formally  adopted 
by  the  commission,   the  commission  has,  nevertheless,  entered 
orders  authorizing  their  use  by  various  companies*     Present 
indications  are  that  it  will  not  be  a  great  while  until 
practically  all  of  the   state  commissions  will  have  adopted 
the  classifications  of  the  National  Association  of  Railway 
and  Utilities  Commissioners,  with  such  modifications  as 
may  be  necessary  to  meet  local  conditions. 

For  this  reason,   these  classifications  are  presented  in 
this  treatise  as  the  basis  of  this  discussion  of  public- 
utillty  problems •     The  accounts  are  shown  in  the  following! 

Figure  !•  Balanoe-Shoet  Accounts 

Figure  2.  Fixed-Capital  Accounts 

Figure  3«  IncomB  Account 

Figure  4»  Operating-Revenue  Accoimts 

Figure  5,  Operating-Expense  Accounts 

If  complete  texts  of  the  accounts  are  desired,   showing 
full  information  in  regard  to  the  composition  of  the  accounts 
in  these  classifications,   the  reader  may  obtain  copies  of  the 
tinlform  classification  of  accounts  from  state  commissions 
which  have  adopted  them. 

Reader's  Test  of  Sub.ject  Matter  in  Chapter  I 
The  following  questions  are  given  to  enable  the  reader  to 
check  himself  as  to  his  grasp  of  the  Important  points  discussed 
under  the  subject  "State  Regulation  of  Public  Utilities." 

1.  What  are  the  principal  factors  which  distinguish  public 
utilities  from  other  typea  of  industries? 

2m  Discuss  the  eoonoaic  iaaiportant  of  public  utilities. 


What  are  the  controlling  factors  in  the  administration  ani 
operation  of  public  utilities? 

4«  Why  is  it  desirable  to  have  a  national  xiniformity  of 
classifications  of  accounts? 

5*  Outline  the  progress  made  toward  national  uniformity  of 
account  classifications* 
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CHAPTER   II 
BALANCB-SHBBT  ACCOUNTS 


The 


essential  points  brought  oat  in  this  section  are 


briefly  samnarized  in  the  following: 

1.  By  balance-sheet  accounts  are  meant  those  titles  under 
which  the  ledger  accounts  are  comhined  and  summarized 
to  show  the  assets,  liabilities,  and  surplus  or  deficit 
at  a  given  time. 

2.  An  actual  balance  sheet  of  an  electric  light  and 
power  company  is  illustrated,  to  show  the  balance- 
sheet  accounts  and  their  groupings,  as  approved  by  the 
National  Association  of  Railway  and  Utilities  Com- 
missioners, 

3.  Fixed  capital  consists  of  intangible  and  tangible 
property  employed  in  the  business,  A  chart  is  pre- 
sented showing*  in  parallel  colamns  the  accounts  for 
each  of  the  three  classes  of  utilities. 

4.  Discussion  of  various  balance-sheet  accounts. 

5.  The  profit  and  loss  account  is  the  connecting  link 
between  the  income  account  and  the  balance  sheet. 


BALANCE-SHEET  ACCOUNTS 

Explanation  of  Balance -Sheet  Aoooimts,*-  The  balance-sheet 
accounts  shoim  in  Figure  1  are  the  same  in  each  classification 
for  electric,  gas,  and  water  utilities.  This  is  necessary  in 
a  classification  of  wide  application,  as  it  must  be  used  by 
many  companies  operating  two  or  more  utilities,  and  it  is, 
of  course,  not  feasible  to  set  up  balance-sheet  accounts  of 
different  form  for  each  utility  or  attempt  to  split  many  of 
the  acco\mt8« 

Those  assets  and  liabilities  which  it  is  desirable  to 
show  in  more  detail  may  be  carried  in  subaccounts.  For 
Instance,  there  is  one  controlling  account  for  materials  and 
supplies  for  all  utilities.  Tliis  includes  many  subaccounts, 
which  may  be  so  designed  as  to  keep  separate,  so  far  as 
practicable,  the  materials  for  the  use  of  different  utilities, 
as  well  as  to  show  separately  different  classes  of  materials 
used  by  a  single  utility,  as,  for  example,  poles,  wire,  and 
Insulators. 

The  specific  subaccounts  to  be  kept  are  not  provided  in 
the  classification.  It  is  expected  that  each  company  will 
keep  as  many  subaccounts  and  of  such  character  as  its  bus- 
iness may  require # 

Many  of  the  accounts  shown  In  Figure  1  do  not  need  any 
explanation,  because  they  are  similar  in  their  general 
characteristics  to  those  of  other  types  of  business.  There 
are,  however,  some  accounts  in  this  classification  that  re- 
quire comment,  such  as: 
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101.  Pixedi  Capital, 

117.  Prepe.yment8. 

121.  Investments  in  Affiliated  Companies. 

124.  Replacement  Fund. 

132.  Property  Abondoned. 

133.  Jobbing  Accounts. 

134.  Clearing  or  Apportionment  Accounts* 
136.  Work  in  Progress. 

142.  Reacquired  Securities* 

143.  Treasury  Securities. 

211.  Long-Term  Debt. 

212.  Receivers  Certificates. 
223.  Consumers*  Deposits. 

251.  Retirement  Reserve 

252.  Casualty  and  Insurance  Reserve. 
255.  Contributions  for  Extensions. 
261.  Miscellaneous  Unadjusted  Credits. 
270.  Profit  and  Loss  Balance. 

Fixed  Capital. >  The  permanent  investment  in  utility 
plant  and  facilities  is  designated  as  "fixed  capital." 
Separate  controlling  accounts  are  required  for  each  utility, 
as  - 

Fixed  Capital  -  Electric. 
Fixed  Capital  -  Gas. 
Fixed  Capital  -  Water. 

This  means  that  a  company  operating  all  of  these  classes  of 
utilities  v/ould  have  thj^ee  controlling  accounts  for  fixed 
capital.  Each  of  these  controlling  accounts  has  a  large 
number  of  subsidiary  accounts,  frequently  referred  to  as 
"primary"  accounts,  as  shown  in  Figure  2. 

Tangible  Capital  covers  all  physical  property  classed 
as  fixed  capital.  Charges  to  specific  accounts  for  tangible 
property  cover  direct  labor  and  material  costs  up  to  and 
including  the  time  of  tibie  foreman  supervising  the  job;  also 
such  overhead  expenditur-es  for  engineering,  taxes  during 
construction,  etc.,  as  can  be  allocated  to  definite  items  of 
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nXIHOIS  ILECTBIC  LIGBT  UfD  FCWIfi  COMPiUn 
COMPABJkTin  BALANCS  SHEET 

Jana&z7  1,  192U  and  D«e«Db«r  31,  192U 


Balane*  m% 
S«gltmlBg  of 


1130,009. l6U.t9 

3,553.292.67 

33.9»9.5U 

6,299»»»?3.« 

13£,7S8,2Q 
00,00 

3.322,989.9« 

638.60e.9s 

oo.a 

I  l^,i^^92i96 


11.133. ^3.53 

6.U79.392.63 

00.00 

00.00 

2, 179.688.65 


T20 


62^.29gt99 
|.U15,7»«.90 


$    I.729.12U.O8 
00.00 

6l,U67.W 

1X2,661.18 

8l,09U.6l 


00.00 
00.00 


ft67.?'?6,2U6.9il 


ASSITS 


B«lano«  at 
elosa  of 
yaar 


101.  7lzad  Capital 
COSSENT  ASSITS: 
Caah 
Kotaa  BaealTaibla 


Re(  1 


SUek 

AbS4  t* 


HI* 
112* 

111.  Aeeomtt  BacalTabla 
114*   Intareit  and  DlTldanda 
HV   Mazicatablo  Saearltiaa 
ll6*  Mate rial a  and  Soppllaa 
117*   PrapaTnanta 

Sobaorlbara  to  Ci^ltal 
maeallaneoaa  Carreat 
Total  Current  Aasata 
MISCEUJIKEOUS  ASSETS: 

121.   ZnTaatmanta  In  Afflllatad 
Mlacallaneona  InraatniaBta 
Sinking  Tttnda 
Baplacamant  Fond 
Mlaeallanaona  Spodal 
126«  Spaeial  Daposita 

Total  Ifitc.  Asaota. 


118. 
119. 


122. 
123. 

125, 


15U,277.Ul0.28 


7. 


t     1^ 


118,67^.80 

30,560.52 
06U,6l>4.l»l 

196,687.35 
00.00 

>*99. 369.73 

73U,80»».20 
00.00 


0*5^ 


C0*8,9, 

7, 


ftai<  a       '^» 


.$ 


DEFERRED  DEBITS: 

131<  thianortitad  Dablt  Dlac.Ex] 

132*  Proparty  Abandoned 
133.  Jobbing  Aeconnta 
13U*  Claarlng  or  Apport.  Aect 
135j  Work  In  Prograaa 

136*  macallanaoiia  Deferred  De         

%tal  Deferred  Debit  a         t  ^l.qTl 


7U0.6si,U7 

766,UU2.56 

00.00 

x.oo 

497,992.18 


$     20,093,1*30.80 


ita 


3,222,975.86 

00.00 

1U9,281.1U 

92.5UU.95 
110,633. 6U 

322*51^*20 


Inereaaa 

or 
Dacreaea* 


$     2U,272.2U5.99 
525.282.13 

3,U29.oe* 

769.1U1.39 
63,899.15 

00.x 

1.176,380.15 

96,201.22 

00.00 

}0.?77-!»7 
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ADJUSTMEUT  ACCODlfTS: 

lUl.  Diacooat  on  Capital  Stock 
1U2«   Baac<luirad  Saeurltiaa 

IU3.  Treaanrjr  Secaritiaa 

TOTAL  ASSETS 


00.00 
00.00 
($  15,000,000.00 
(  218.«)00.00 


f210,U66, 693.32 


1 2,657.852.U9 

$    1,392,722.06* 

1.287,069.93 

00.x 
00.00 

318,303.53 

SlU.QS^.'^O* 
1  322J12.10* 


Balance  At 
Boglming  of 
T»ar 


1.U93.851.78 
00.00 

87,813.55 
20,116.23* 

29.539.03 
23g.U28.10* 
l.-^'^2:660.01 


$  00.00 

00.00 

($   15.000,000.00 


$    U2.910.U^6.Ul 


$  59,992,800.00 

00.00 

28.200.00 

59.77U,000.00 

00.00 

U,  500, 000.00 

1,770,156.61 

850, 609. 6U 
62,179.00 

13,289.00 

539.070.00 

6l?.?^7.27 
,37U,161.52 


LIABIIITIF8 


$     8 


$    U,  199, 980.07 
$    l.059,UO9.33 

00.00 

$    5,259. 3«9.Uo 


$  18,762.362.39 

l.U09,977.50 

19,522.52 

00,00 

00.00 

00,00 

2. 005. ^8$ .15 


,t  ?2.2g7.WjJ56- 


$    1,232,181.93 
10,608,U65.50 


I167.556.2U6.91 


201. Capital  Stock 
202.PreiuinBi  on  Capital  Stock 
203.Ci^ital  Stock  Sabacribed 
211* Long-Term  Debt 
212«9acaiTer*a  Certifieataa 
CDRPIWT  LIABILITIES. 
221.1)6taa  Payablo 
222* Account 8  Payable 
22^. Consumera  Depoaita 
22i4*Matared  Intereat  Ui^ald 
225*DiTidenda  Declared 
226.Matared  Long-Teitn  Debt  Dr^aid 
227« Miscellaneous  Current  Liabilit 
TotaJl  Current  Liabilit  lea 

ACCFUFD  LIABILITIES: 

231«Taza8  Accrued 

232, Interest  Accrued 

233^Mi8cellaneou8  Accrued  Liab. 
Total  Accrued  Liabilit lea 

2U1. Advance 8  from  Affiliated  Co%. 
Bi;?I!RTES: 

251.Betlreiaent  Beeerra 

252* Casualty  and  Insurance  BeserTa 

253«Unainortlxad  Prsmiuo)  on  Debt. 

25U*  Sinking  Pymd  fiaaenrea 

255*Contrlbution8  for  Extensions 

256. Contingency  Reserve 

257«Ml8eella»ous  Reserrea 
Total  Raserrea 


Balance  at 
Cloaa  of  year 


72,000,000,00 
00.00 
00.00 

89, 77U,  000.00 
00.00 

00.00 

i,900,90U.96 
759,9Ul.26 

U6.069.50 

21,510.00 
13,770.00 

— 6qo.5nt?9 

3, U32, 769.10 


26l.Miseallaneous  IMadJusted  Credi  a       1,626,U73.60 


5,265,095,26 
I.U32.696.33 

--_ OPfOQ 

6,697,788.59 
00.00 

20,2U3,0Ul.O9 

1,622.828.17 

18,566.36 

00.00 

00.00 

00.00 

2.-^7.QlU.01 


?>t.?^.^'f9.6y 


270.Profit  and  Losa-Balanca 


TOTAL  LIABILITIES 


12,703,312.U9 


$  210. U66. 693.32 


Xneraaaa 
•r 

Oaeraaaa* 


*  Denotes  Daereasa. 

FIGUBE  1  -  CcotparatiTe  balance  sheet  in  Standard  Fonc  Approved  by 
the  National  Aasociation  of  Ballway  and  Dtilitiea  Coin> 
nissiosers-.       This  atatanant  rspresents  the  balance 
abeat  in  a  report  submitted  to  the  Illinois  Coirmeree 
CoDDiission  and  ahova  the  balan  se-sbeat  account  a  and 
the  aceoont  classifioRfcion. 


12,007,200.00 
00.00 
28,200.00* 

30,000,000.00 
00.00 

U,500, 000.00 

130,7U«.35 
90,668.38* 
16,209.50* 
8.321.00 

525.300.00* 

■     ?}i.7tgt« 
U.9U1. 392.51* 


1.065,115.19 
373,2gU-00 

-00.00 

1.U38. 399.19 

00.00 

1,U80.678.70 

212,850.67 
956.16* 
oo.co 

00.00 
00.00 

252.727fg^ 
iJ?U5.301.O7 


$      39U, 291.67 

2.09U,8U6.99 


%    U2.910.UU6.U1 
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FIXED      CAPITAL      ACCOUNTS 


Electric  Utilities 


Gaa  Utilities 


FIXED  CAPITAL  ACC0TIHT3 
intangibie  Fixed  Capital: 
''^^  Or^inization. 

Franchiaea. 
303.  Uiscellaneoaa  intangible  capital 

Tangible  Fixed  Capital: 
311.  Land. 

a.  Steaa  power  plant  land. 

b.  l^dru-ciectriii  power  plant  iujjd, 

c.  (las'  power  olant  laai. 

d.  Transmaaibn  oyste?u  land. 

e.  Distribution  aysteoi  land. 


f.  General  office  land. 


Water  Utiiitiea 


6. 


iJiscellaneoua  land  devoted  to  electric  operatione. 

g.l.  Storea  depraUuent  land. 

g,2.  General  ahops  land. 

g.3.  Transportation  department  land. 

g.4.  Coiaciunioatio;:  aystem  land. 

g.5.  Miscellaneoua  land. 

312.  Structurea: 

a.  Steam  power  pl^t  otrio tares. 

b.  Hydro -electric  power  plant  struct irea. 

c.  Gas  power  plant  struct'ires. 

d.  Trail arniasion  system  atruoturea. 


e.  liistribution  system  structurea. 

f.  General  office  structurea. 

g.  Miacellaneoua  structures  devoted  to  electric  operations 
g.l.  Stores  departinent  structurea. 

g.2.  General  ahops  atructorea. 
g.3.  Transportation  department  buildings, 
g.4.  Coiaiainication  ayalera  buildinga. 
g.5.  Miacellaneoua  buildings. 

Generating  Plant  -  Steam: 

3L3.  Boiler  plant  equipment. 

314.  Prime  mcveis  and  auxiliaries  -  atean. 

315.  Turbo-generator  units  -  staam. 

316.  Electric  plant  -  stea-Ti 

317.  Miflcellaneous  power  plant  equipraent  -  steam 

Generating  Plant  -  Hydro-Electric. 

316.  Reservoirs,  dams,  and  watei^ays. 

319.  Heads,  trails,  and  bridges 

320.  Water  turbines  and  water-wheela. 

321.  Turoo-generator  units  -  hydro. 

322.  Electric  plant  -  hydro. 

323.  Miacellaneoua  power  plant  equipment  -  hydro. 

Generatixig  Plant  -  Gas: 

324.  Fuel  holders,  tranamitters,  and  accessories. 

325.  Internal  ccmbuation  engines. 

326.  Slectric  plant  -  gas. 

327.  Eiscelianeoua  power  plant  equipaeat  -  geiB. 

Tranamisaion  and  Distribution: 

328.  Substation  equipment. 

329.  Storage  battery  equipment. 

330.  Underground  conduita. 

331.  Poles, towers,  and  fixtures. 

332.  Overhead  conductora  and  devices. 

333.  Underground  conductors, 

334.  Transmission  roads  and  trails. 

336.  Line  trans formera  and  devices, 

337.  Line  tranafonaers  and  installation. 

338.  Consunera*  metera, 

339.  Meter  instailation. 

Consumers*  Icctallations: 

340.  Installations  on  consumera'  premises, 

341.  Cooznercial  lampa. 

342.  Street  li<9:iting  equipment. 

343.  Electric  appliances. 

344.  General  equipment. 

a.  Office  equipment. 

b.  Shop  equipment.. 

c.  Storea  equipment. 

d.  Transportation  equipment. 

e.  Telepnone,  telegrapn,  and  wireless  aystem. 

f.  Laboratory  equipment, 

g.  Miacellaneous  equir-ment 

345.  Lliscellaneous  tar.gible  capital. 

Overhead  Costs  and  Other  Undistributed  Items: 

2i5i.  Engineering  and  superintendence. 
362.  Law  eroenditures  during  construction. 
353.  Injuries  and  damages  during  construction. 
364.  Taxea  during  constroction. 

355.  Intoreat  during  construction. 

356.  Miscellaneous  construction  expenditures. 

357.  Fixed  cacital  not  classified  oy  nrescribed  accounts. 
35t3.  Coct  of  plant  and  equipment •purcIiaaecL, 

359.  Unfinished  construction. 


FIIKD  CAPITAL  ACCOUNTS 
Intangible  Fixed  Capital: 

301.  Orgajiization. 

302.  Franchises, 

303.  Jrisnellaneoua  intangible  capital. 

TanRiblo  Fixed  Capital: 
311.  Lara.1. 

a.  Land  occupir^d  by  gas  works. 

b.  Lanci  occupied  by  outside  holder  stationa. 

c.  Higl-its  of  wsy, 

d.  %tar  ri.^bfi. 

6.  General  office  land. 


f.  Miscellaneous  land  devoted  to  gaa  operations: 
f.l.  Stores  departaent  land, 
f,2.  Genefiil  ahopa  land. 
f,3.  Garage  land,  etc. 


312. 
a. 
b. 
c. 
d. 


Uu"ea. 

and  station 
ira. 


structurea. 


e. 
f. 


Struct 
Works 
Hold-3 

General  office  structiires. 
Misce 

d.l. 

d,2.  General  shoo  structures. 
d.3.  Garage  structurea,  etc. 


ilanooua  strictures  devoted  to  gas  operations: 
Stores  dsoartfQRnt  struct;u:GS. 


313.  Boiler  plant  equipaent. 

314.  Steam  aiiginea. 

315.  Internal  combustloii  engines. 

316.  Accessory  power  equipment. 


317.  BeriChes  and  retortu 


318.  ^'ater  ^s  sets. 

319.  Purification  appamtus. 

320.  Accessory  works  equipment. 

321.  Mains. 

322.  Services. 

325.  Consiaaers*  meters. 


324.  Consumers'  meter  installation. 

325.  Street  lifting  equipment, 

326.  Gas  appliances. 


344.  General  equipment. 

a.  Office  equipment. 

b.  Shop  equipment. 

c.  Stores  equipment. 

d.  Trcfjnapor Cation  equipment. 

e.  Telephone,  telegr'apn,  and  wireless  system. 

f .  laboratory  equipnient. 

g.  Miscellaneous  equipment, 

345.  Miscellaneous  tang;iole  capital. 

Overhead  Costa  arid  Other  Undistributed  Items: 

351. 
352. 
353. 
354. 

356. 
357. 
358. 
359. 


?iigineering  and  suoerintendence. 

law  expenditures  during  construction. 

Injuries  and  dama^ps  during  construction, 

Taxea  during  construction. 

Interest  during  ccthstruction. 

Misceilaneoud  conctraction  expenditures. 

Fixed  capital  not  classified  by  prescribed  accounts. 

Cost  of  plant  and  equipment  purchased. 

Unfinished  construction. 


^  FIXED  CAPITAL  ACCOUKTS 

Intangible  Fixed  Capital: 

301.  Organiisation. 

302.  Franchises, 

303.  Miscellaneous  intangible  capital. 

Ta/iKible  Fixed  Capital: 
•  3il.  Lafid. 

a.  Source  of  supply  land  and  water  rigtits, 

b.  Pumping  station  lauid, 

c.  Purification  land. 

d.  Storage  land, 

0.  Transmiasion  and  distribution  land  and  righta  of  way. 
e,i,  Transijiisaion  land  and  rights  of  wav, 
e.2.  Distribution  land  ajid  ri^ts  of  way, 

f*  General  office  land. 


g.  Miacellaneoua  land  devoted  to  water  operation, 
g.l.  Stores  departicent  land. 


g 

g,2.  General  shops  land. 

g.3.  Garage  land. 


312,  Structures: 

a.  Source  of  water  supply  structurea, 

b.  Pianpirig  station  buildinga  and  fixtures. 

c.  Purification  buildings  and  fixtur-'s. 

d.  Reservoirs  and  stand  pipes. 


;i 


e.  Distribution  structures, 

f.  General  office  buildings  and  fixtures. 

g.  Miscellaneous  structurea  devoted  to  water  operations, 
g.l.  Stores  department  atructurea. 

g.2.  General  anop  structures. 
g.5.  Garage  structures,  etc. 


313,  Bciler  plant  equijaient. 

314,  Steam  powar  pumping  oquipment, 

315,  Electric  power  piwjj:>ing  equipment. 

316,  Gas  or  oil  power  pumping  equipnent. 

317,  Hydraulic  power  pumping  equipment. 


318.  Miscellaneous  pumping  equifxaent. 

319.  Purification  system. 

320.  Tranaifliasion  mains  or  canals. 

321.  Distribution  mains  or  canals. 

322.  Servioea. 

323.  Consumers'  metera. 


334.  Consumers  meters  installation. 

325,  Hydrants. 

326.  Fire  cisterns,  basins,  fountains, arid  trou^s, 


344.  General  equipa»nt. 

a.  Office  equipment. 

b.  Shop  equipment. 

c.  Stores  equipment. 

d.  Transportation  equipoent, 

e.  Telephone,  telegraph, and  wireleea  syatan. 

f.  Laboratory  equipment. 

g.  Miscellaneous  equipment. 

345,  Miscellaneous  tangible  capital. 

Overhead  coats  and  other  undistributed  items: 

351.  Engineering  and  superintendence. 

352.  Law  e3q)enditures  during  construction. 

353.  Injuries  and  damages  during  construction, 

354.  Taxes  diuring  construction. 

355.  Interest  during  construction. 

356.  yiacellaneouB  conatruction  expenditures, 

357.  Fixed  capital  not  classified  by  prescribed  accounte. 

358.  Cost  of  plant  and  equipment  purchased. 

359.  Unfinished  construction. 


FIGUltE  2  -  Fixed  Capital  Accotnta  Approved  by  the  National  Association 
of  Railway  and  Utilities  Commissionerr.. 


property*  Charges  to  overhead  cost  accountSj^  (iccotints  351 
to  359, inclusive.  Figure  2)  should  cover  only  expenditures 
of  this  nature  which  pertain  to  the  enterprise  as  a  whole 
and  cannot  be  allocated  to  definite  items  of  property* 

Intangible  Capital  covers  organization  expenditures, 
rights,  privileges,  and  other  property  not  physical,  such 
as  franchises  or  patent  rights* 

So  far  as  possible,  overhead  costs  should  be  apportioned 
to  particular  jobs  on  items,  to  the  end  that  each  item  shall 
bear  its  proper  share  of  srach  cost,  and  that  the  entire  cost 
of  the  item,  both  direct  end   overhead,  shall  be  deducted  from 
the  fixed-capital  accounts  at  the  time  of  its  retirement* 
Certain  overhead  costs,  however,  which  clearly  pertain  to 
the  entire  enterprise,  such  as  certain  classes  of  engineering, 
taxes,  interest,  etc*,  should  not  be  apportioned,  but  retained 
in  the  appropriate  fixed-capital  accounts  as  part  of  the 
investment  cost,  so  long  as  the  enterprise  continues  under 
the  form  in  which  it  started* 

In  order  that  the  capital  accounts  shall  at  all  times 
disclose  the  cost  of  all  property  in  service,  the  cost  of 
retired  capital,  whether  replaced  or  not,  must  be  credited 
to  the  accotmt  or  accounts  in  this  classification  to  which 
such  cost  , was  charged  when  the  property  was  Installed* 

The  cost  of  retired  property  credited  to  the  appropriate 
fixed-capital  account,  shall  be  charged  to  Account  So*  251, 
Retirement  Reserve,  after  deducting  the  value  of  salvage,  or 
insurance,  that  there  may  be  on  the  retired  property*  If 
the  total  balance  in  the  reserve  is  not  sufficient  to  cover 
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such  loss,  the  amotint  of  such  loss  that  has  not  been  provided 
for  by  the  accoiimilation  of  a  retirement  reserve  shall  be 
charged  to  a  Suspense  Accoxmt,  No.  132,  Property  Abandoned, 
to  be  amortized  in  such  manner  as  may  be  determined. 

Prepayments.*-  This  account  includes  prepaid  expenses  and 
is  subdivided  into  the  following  accounts: 

Prepaid  Taxes  • 

Prepaid  Rents  . 
Prepaid  Insurance. 
Miscellaneous  Prepayments  . 

Investments  in  Affiliated  Companies^-  This  account  includes 
the  ledger  value  of  the  accounting  company's  investment  in 
securities  or  non-negotiable  notes  issued  or  assumed  by 
affiliated  companies,  and  also  its  investment  advances  to 
such  companies*  Two  companies  are  affiliated  if  either  one 
controls  the  policy  of  the  other  or  if  both  are  subject  to 
the  same  control.  "Investment  Advances"  are  the  debit 
balances  in  open  accounts  with  affiliated  companies  not  sub- 
ject to  current  settlement  and  interest  accrued  on  such  open 
accounts  when  such  interest  is  not  subject  to  current  settle- 
ment. This  account  is  subdivided  as  follows: 


(a)  Stocks* 
(b;  Bonds. 

o;  Notes. 

d;  Advances. 


i 


Replacement  Fund* -  If  the  accounting  company  desires  or 
Is  required  to  segregate  in  a  special  fund  the  assets  or  any 
part  of  the  assets  represented  by  the  retirement  reserve, 
the  ledger  value  of  such  assets  should  be  included  on  the 
balance  sheet  in  this  account.* 

Property  Abandoned ,-  This  is  a  suspense  account,  which 
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shall  include  the  retirement  loss,  i,  e.,  the  original  cost, 
estimated  if  net  known,  plus  cost  of  dismantling,  less 
salvage  on  property  destroyed  or  abandoned  hecaiise  of  re- 
placement, of  obsolescense,  of  an  extraordinary  casualty, 
or  for  any  other  reason,  when  such  loss  has  not  been  provided 
for  in  advance  thru  a  sufficient  reserve.  Amounts  thus 
charged  shall  be  amortized  thru  annual  or  more  frequent 
charges  over  a  definitely  determined  period  to  such  accounts 
as  shall  be  proper. 

Jobbing  Accounts,  -  This  account  includes  the  balances  in 
accounts  with  customers  or  others  for  jobbing  work  not 
completed  at  the  date  as  of  which  the  balance  sheet  is  stated. 
Such  accounts,  when  work  is  completed  and  charges  made,  are 
cleared  by  charges  to  accounts  receivable. 

Clearing  and  Apportionment  AcGonntfl.  .  This  account  includes 
the  balances  in  accounts  maintained  to  carry  temporarily  the 
cost  of  operating  such  facilities  as  garages,  stables,  store- 
houses,  etc.,  and  also  overhead  or  burden  costs,  such  as  it 
is  desirable  to  apportion  over  the  construction  and  operating 
accounts  involved. 

The  charges  to  operating  accounts  and  the  credits  to  these 
accounts  should  be  so  distributed  that  the  costs  for  any  one 
year  will  be  absorbed  by  the  transactions  occurring  during 
that  year. 

Work  in  Prepress.  -  This  account  includes  the  total  of  the 
balances  in  open  "work  order^  or  "job  order"  accounts  for 
work  in  progress,  or  in  suspense  accounts  to  n^ich  the  cost 
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of  construction  or  maintenance  work  is  temporarily  charged, 
pending  its  final  distribution  to  the  appropriate  fixed- 
eapital  or  operating-expense  accoiints. 

Charges  for  additions  to  fixed  capital  not  involving 
replacements  or  for  improvements  which  necessitate  retire- 
ments or  reconstruction  of  existing  property  when  full  cred- 
its have  been  made  in  advance  to  fixed-capital  accounts  to 
cover  the  ledger  cost  of  property  retired  may  be  carried  to 
fixed  capital.  Account  No,  359^  Unfinished  Construction, 
Shawn  in  Figure  2# 

Reacquired  Securities.-  ^A/hen  securities,  whether  bonds 
or  stocks,  have  been  actiially  issued  by  the  accounting  com- 
pany to  bona  fide  holders  for  value,  or  after  such  issue  by 
another  corporation  has  been  assumed  by  the  accounting  corpo- 
ration, and  after  such  issue  (or  assumption)  has  been  acquired 
by  the  accounting  company  under  clrctunstances  that  require 
that  they  shall  not  be  treated  as  paid  or  retired,  they  shall 
be  charged  at  face  value  to  this  accoxint*  If  the  price  at 
which  such  secxirities  have  been  reacquired  is  greater  or  less 
than  the  par  or  face  value,  the  difference  shall  be  adjusted 
thru  profit  and  loss  or  thrii  the  appropriate  discount  or  pre- 
mium account  • 

Treasury  Securities.-  This  account  Includes  the  par 
value  of  securities  which  h«ive  been  nominally  issued,  that 
is,  when  certificates  are  signed,  sealed,  and  placed  with 
the  proper  officer  for  sale  and  delivery • 

Long-Term  Debt*-  This  accoimt  includes  the  total  par 
value  of  all  debts  except  receiver's  certificates  and  ad- 
vances from  affiliated  compcinies,  which  by  the  tenns  of  its 
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creation  does  not  mature  until  more  than  one  year  after  date 
of  creation*     The  records  sball  be  kept  so  that  long-term 
debts  of  different  classes  mij  be  separately  shown*     The  most 
Important  classification  Is  that  based  upon  the  natiire  of  the 
lien  or  security^  as  follows; 

(a;  Mortage  Bondst  which  are  seotured  by  a  lien  on  physical 
property* 

(b)  Collateral  Trust  Bonds,  which  are  secured  by  a  lien  on 
securities  or  other  coxmeroial  paper. 

(c;  Inooxae  Bonds,  which  are  a  lien  upon  the  accounting  conw 
panics t  revenue  alone,  or,  while  being  a  lien  on  its  prep- 
erty  and  franchises,  ean  claim  payment  of  interest  only 
in  case  interest  is  e^irned* 

(d;  Equipment  Notes  or  Bonds,  which  are  sectired  by  a  lien  on 
specific  equipment* 

(e;  Miscellaneous  Obligations,  including  all  long-term  obli- 
gations riot  provided  for  in  the  four  preceding  classes, 
such  as  notes,  unsecuired  certificates  of  indebtedness, 
debenture  bonds,  real  estate  mortgages,  and  other  similar 
obligations  maturing  more  than  one  year  after  date  of  issue* 

Receiver's  Certificates »>>  When  any  receiver,  acting  tinder 
the  orders  of  a  competent  coiirt.   Is  In  possession  of  the  prop- 
erty of  a  corporation,  and  under  the  orders  of  such  court 
Issues   certificates  of  Indebtedness  chargeable  upon  such  prop- 
erty,  the  par  value  of  such  certificates  shall  be  Included 
In  this  account* 

Consumers'  Deposits.-  This  account   Includes  the  amounts 
deposited  with  the  accounting  company  by  consumers  as  se- 
CTirlty  for  the  payment  of  bills.     Deposits  refunded  are  charged 
to  this  acccTint  and  credited  to  cash,   or  to  Account  No.   125, 
Miscellaneous  Special  Funds,   If  a  special  fund  for  such 
deposits  Is  maintained.     Deposits  applicable  to  tmcollectlble 
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M»  worthless  bills  should  at  the  close  of  the  fiscal  period 
be  credited  to  the  account  of  the  constimer  Involved  and  debit- 
ed to  this  account* 

Retirement  Reserve >-  To  this  account  are  credited  such 
amounts  as  are  charged  to  the  operating-expense  account, 
"Retirement  Expense,"  to  cover  the  retirement  loss,  represent- 
ed by  the  excess  of  the  original  cost  plus  cost  of  dismantling, 
over  the  salvage  value  of  fixed  capital  retired  from  service. 
To  this  account  is  also  credited  such  amounts  as  may  be  ap- 
propriated from  surplus  for  a  similar  purpose,  Vtfhen  any  fixed 
capital  is  retired  from  service,  the  original  cost  thereof 
(estimated  if  not  known)  should  be  credited  to  the  proper 
fixed-capital  account  and  charged,  plus  the  cost  of  retire- 
ment, less  salvage,  to  this  account •  If  the  credit  balance 
in  this  account  is  insufficient  to  cover  the  retirement  loss, 
the  excess  over  the  balance  contained  in  the  reserve  may  be 
charged  to  Account  No,  152,  Property  Abandoned, 

Casualty  and  Insurance  Reserve  .-  When  any  admitted  lia- 
bility arises  because  of  loss  or  damage  to  the  property  of 
others  or  of  injuries  to  employes  or  other  persons,  the  amount 
of  the  liability  may,  if  not  previously  provided  for  by  insur- 
ance, be  charged  to  the  appropriate  operating  expense  or  other 
accounts,  and  credited  to  this  account.  The  actual  cost  of 
satisfaction  of  the  liability  shall  be  charged  to  this  ac- 
count when  the  matter  is  determined.  This  account  shall  also 
Include  the  amounts  charged  to  operating-expense  account. 
Insurance,  to  cover  self -carried  risks. 
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gt    ContriTjutions  for  Extensions^  -  To  this  account  shall  be 
credited  contributions  in  money  or  property  made  to  the 
accounting  company  for  the  purpose  of  assuming  the  burden  or 
any  part  of  the  burden  represented  by  the  investment  necessary 
for  the  establishment  or  extension  of  services  rendered  by  the 
company.  This  covers  such  items  as  contributions  toward  the 
cost  of  line  extensions  in  sparsely  settled  territory  made  by 
consumers  for  the  purpose  of  obtaining  the  desired  service; 
also  grants  from  municipal  or  other  governmental  bodies,  and 
contributions  from  other  sources  made  with  the  object  of  es- 
tablishing a  new  service  in  a  community  by  assuming  a  part  of 
the  investment  cost  of  the  enterprise. 

Miscellaneous  Unadjusted  Credits.  -  This  account  shall 
include  the  amount  of  credit  balances  in  suspense  accounts 
that  cannot  be  entirely  cleared  and  disposed  of  until  ad- 
ditional information  is  received. 

Profit  and  Loss  Balance.  -  The  profit  and  loss  account 
is  the  collective  title  for  a  small  group  of  accounts  which 
form  the  connecting  link  between  the  income  account  and  the 
balance  sheet.   Its  principal  function  is  to  explain  changes 
in  the  corporate  surplus  or  deficit  during  a  given  fiscal 
period.   The  standard  form  of  profit  and  loss  account  api)roved 
by  the  National  Association  of  Railway  and  Utilities  Com- 
missioners, showing  figures  of  one  of  the  large  utility  com- 
panies, is  as  follows: 
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V. 


PROFIT  IM)  LOSS  iCCOUOT 
PBHIOD  BKDBD  DS(3BMBER  31,   1924 

Balance  at  Beginning  of  the  Fiscal  Period 

Balance  Transferred  from  Inoozne  Acootmts  for  Fiscal  Period. 

501  Dividend  ippropriations  of  Surplus      $5,389,002.00 

502  Appropriations  to  Reserves 

503  Miscellaneous  Credits  to  Profit 

and  Loss 

504  Miscellaneous  Debits  to  Profit 

and  Loss 
Balance  at  End  of  Fiscal  Period 
(Shoim  on  Balance  Sheet,  Figure  l.») 
Totals 


235,038,97 


12.703.312,49 
tl8.327,353>46 


$10, 608, 465*50 
7,552,117*37 


166,770.59 


ftl8. 327. 353*46 


Reader^ s  Test   of  Subject  Matter  in  Chapter  II 
The   following  qaestions  are  given  to  enahle   the  reader 
to  check  himself  as  to  his  grasp  of  the  important  points  dis- 
cussed under  the  subject,  Balance-Sheet  Accounts* 

1»  What  is  nature  and  purpose  of  the  balance  sheet? 

2.  What  is  meant  try  fixed  capital? 

3,  Distinguish  between  tangible  and  intangible  property, 
4*  How  should  overhead  costs  in  connection  with  the  con- 
struction of  property  be  applied? 

5.  Explain  the  nature  of  the  following  accounts, 
a*  Prepayments. 

b.    Investments  in  Affiliated  Companies, 
c*  Reacquired  Securities, 
d.  Treasury  Securities. 
e»  Replacement  Fiuad. 
f  •  Property  Abandoned, 
g.  Retirement  Reserve, 
h.  Profit  and  Loss  Balarice. 
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CHAPTER  III 
INCOME  AND  EXPENSE  ACCOUNTS 


Tho  essential  points  brought  out  in  this  section  are 
"briefly  summarized  in  the  following: 

1.  The  income  account  indicates  the  sources  and  disposition 
of  income  during  a  given  period. 

2.  Operating  revenues  are  derived  from  the  operation  of 
properties  devoted  to  the  undertakings  for  which  the 
company  is  organized. 

Z.   Nonoperating  revenues  constitute  all  income  except  that 
derived  from  the  sale  of  products,  from  services  rendered, 
from  return  on  property  used  hy  the  company  in  its  own 
operations,  and  from  interest  on  current  funds. 

4.  Operating  expenses  are  those  necessary  to  the  pro- 
duction and  distribution  of  the  commodities  sold,  the 
services  rendered,  and  the  collection  of  the  revenues. 

5.  Operating  expenses  are  suhclassified  as  to  - 

(a)  Production  expenses. 

(b)  Transmission,  storage,  and  distribution. 

(c)  Utilization  expenses, 
fd)  Commercial  expense. 

(f)  New-business  expense. 

(g)  General  and  miscellaneous  expense  and 
compared  for  electric,  gas,  and  water 
utilities. 

6.  Utilities  are  grouped  into  four  classes  in  accordance 
with  the  revenues  produced. 


IHCOHE  AKD  EXPENSE  AOCOUMTS 
the  Inooiae  kccotxnt^-   The  lnc<»ae  acooxmt,  commonly  re- 
ferred to  as  the  Income  statement.  Is  shown  In  Figure  3«  It 
indicates  the  sources  and  disposition  of  income  during  a 
given  period,  and  may  be  regarded  as  an  accounting  history  of 
the  operations  and  tmsiness  activities  of  the  corporation  dtiring 
such  period*  Any  change  in  the  items  shown  on  the  balance 
sheet  at  the  end  of  a  period,  as  compared  with  the  balance 
sheet  at  the  beginning  of  the  period,  must  be  explained  by 
the  Income  accounts  or  by  the  profit  and  loss  accotmts,  ex- 
cept such  changes  as  are  merely  transfers  from  one  balance 
sheet  account  to  another,  not  affecting  the  profit  and  loss 
balance,  and  entries  reflecting  the  investment  of  additional 
capital.  The  Income  account  represents  a  definite  fiscal  period, 

* 

while  the  profit  and  loss  accoont  recognizes  no  distinction 
as  to  periods* 

The  income  statement  marks  the  transfer  of  the  net  results 
of  operation  from  the  operating  management  to  the  control  of 
the  board  of  directors*  The  first  items  in  the  income  state- 
ment are  "operating  revenues"  and  "operating  expenses,"  which 
represent  the  totals  of  the  various  revenue  and  expense  ac- 

« 

counts  shown  in  Figures  4  and  5,  respectively*  The  last 
entries  show  the  disposition  of  net  Income  made  by  the  board 
and  the  amount  that  is  merged  with  the  accuimilated  profit  and 
loss  balance* 

The  Income  account  is  divided  into  four  main  divisions,  the 
first  section  of  which,  comprising  items  1  to  12  In  Figure  3, 
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Is  income  from  operating  properties,  which  is  defined  in 

the  National  Commissioners'  classification  as  follows: 

'^Income  from  Operating  Properties  is  income  derived  from  the 
operation,  or  as  a  conpensation  for  the  use,  of  properties  devoted 
to  the  oindertakings  for  which  the  accounting  company  is  organized*** 

In  this  section  there  are  included,  in  addition  to  op- 
erating revenues  and  expense  totals,  the  items  of  uncollect- 
ible bills,  taxes,  and  rentals,  in  connection  with  which  the 
following  brief  comment  is  made^ 

Uncollectible  bills  are  shown  separately  from  the  oper- 
ating expense  acco\ints,  largely  because  they  are  not  of  the 
same  character  as  the  items  composing  operating  expenses. 
They  represent  amounts  billed  against  consumers,  but  not  col- 
lected, and  are  composed  of  the  operating  cost  entering  into 
the  bill,  plus  the  expected  profit  or  return  on  investment. 
The  operating-expense  element  having  been  previously  included 
in  expense,  and  the  return  element  not  being  a  proper  expense 
item^the  total  of  such  bills,  while  a  proper  deduction  from 
revenues,  is  not  correctly  designated  as  an  operating  expense. 

Ta^ces  represent  another  item  that,  while  properly  includ- 
ed in  statements  showing  the  cost  of  operation  in  determining 
net  income  for  rate  purposes,  are  more  appropriately  included 
as  a  separate  deduction  from  revenue  rather  than  in  the  oper- 
ating-expense statement.  The  amount  of  the  payments  for  taxes 
are  not  within  control  of  the  operating  management,  but  are 
determined  by  the  government. 

Increases  and  decreases  in  taxes  frequently  follow  a 
trend  different  from  that  imiicated  by  other  charges  to  opera- 
tion, and  from  a  statistical  point  of  view  this  constitutes 
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IIICOME 
401 
402 
403 
404 


411 
412 


ILLINOIS  ELECTRIC  LIGHT  AND  POWER  COMPANY 

INCOME  ACCOUNT 

Year  ending  December  31,  1924, 

PROM  OPERATING  PROPERTIES: 

Operating  revenues. •  •«•••• ...•••., 

Operating  expenses. • •»••••••••••••••• , 

Uncollectible  bills  .  •  *  • , 

Taxes.  •  •• •••••...  •••••.•• i 


,149,156.041.57 

,  3i;5a3;421.90 

177,721.60 


413 


Total  revenue  deductions. ••••• •..•#, 

Operating  Income. ••••» , 

Rent  for  lease  of  other  plants . ••••.. , 

Amortization  of  llralted-term  land  rights.*.. 

Total  (Items  411  and  412)........ ....i 

Rent  accrued  from  lease  of  plants  -  Cr..,,, 
Net  rent  deduction  (credit  balance  In  red).. 
Net  operating  Income ••••••••••••••••.•••••4 


11,675,313.37 

186,555.18 

.86,555.18 

86.221.78 

r   100>555.40 

ill,574;97S.§7 


INCOME 
421 
422 
423 
424 
425 
426 

427 


PROM  NONOPERATING  PROPERTIES: 
Miscellaneous  rent  revenues ••••«•.. 
Interest  on  long-term  debt  owned. • • 
Miscellaneous  Interest  revenues.. •♦ 

Dividend  revenues .•,, 

Income  from  special  funds., .•♦•.,. . 
Miscellaneous  nonoperatlng  revenues 
Total  (Items  421  to  426,  Inclusive) 
Nonoperatlng  revenues  deduction. •••••••••••. 

Total  nonoperatlng  Income ••••••»••$ 


f 


Gross  corporate  income , ,  ,|i2,T7b,yya,y2 


34,276,31 
163,108.46 
222,247.23 

50,225.66 
124,844,16 

26.178.86 
620.860.68 

20,568.45 
600, 


•  ^« 


DEDUCTIONS  PROM  GROSS  CORPORATE   INCOIVIE: 

431  Interest  on  long-term  debt. ..•.•.•••...•. .#.$  3,052 

432  Miscellaneous  Interest  deductions •«• *..    367 

433  Amortization  of  debt  discount  and  expense...    227 

434  Amortization  of  premium  on  debts-  Cr........ 

435  Miscellaneous  amortization  chargeable  to  Income  147 

436  Miscellaneous  deductions  from  gross  corporate 
Income .•••••.•••••••••.••• .•#•••..    710 


,613.33 
,876.95 
,011.08 
956.16 
,285.00 


Total  deductions  from  gross  corporate  Incomel 

Net  Income  (loss  In  red) $  71651,581.53 


.090.49 
!516.55 

*'iw/vi*'  'law 


DISPOSITION  OF  NET  INCOME: 

441  Sinking-fund  appropriations .••.••••••...... 

442  Dividend  appropriations  of  Income. ••...•... 

443  Miscellaneous  appropriations  of  net  Income..! 
Total  appropriations  of  net  Income........ 

Balance  transferred  to  profit  and  loss 


129.264;i6 
129, 264. ig 


7. 5ga; 117.^7 


Figure  3  -  Standard  form  of  Income  Account  approved 

by  the  National  Association  of  Rall\vay 
and  Utilities  Commissioners,  showing  the 
account  classification  and  the  report 
rendered  to  the  Illinois  Commerce  Commission. 
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OPERATING-REVENUE     ACCOOMTS 


ELECTRIC  UTILITIES 


GAS  UTILITIES 


WATER  UTILITIES 


SALES  OF  CURSEKT; 

601'Metered  Bales  to  general  oonsiuners, 
602 -Flat-rate  sales  to  general  consumers. 
603-Railroad  corporations. 
604-Other  eleotrioal  corporations. 
606'l&Jnioipal  street  lighting. 
606*MisoellaneQU8  municipal. 


SAI^S  OF  GAS : 


SALES  OP  water: 


601*Metered  sales  to  general  oonsun»rs»  601- Metered  sales  to  general  consumers, 

602-Plat-rate  sales  to  general  consuiaers,  602-Flat-rate  sales  to  general  consumers. 

60S- Pre paid  gas  sales*  603— Plat-rate  sales  to  irrigation  onstomera 

604-Other  gas  corporations •  604-Other  crater  utilities- 

605- Municipal  street  ligiiting.  605-Mnnicipal  hydrants, 

606-Mi8cellaneous  municijaal  sales.  606-Misoellaneou8  immioipal  sales. 

607-Porfeited  disoounts. 


MISCELLANEOUS  REVENUES: 

611-Commissions  on  others*  electricity^ 
612 -^nt  from  electric  appliances. 
613-Rent  froa  properiy  used  in  operation, 
614-Merchandise  and  jobbing. 
616-Miscellaneou8  operating  revenue. 


MISCELLANEOUS  REVENUES: 

611- Coiimiiss ions  on  others*  gas. 
612- Rent  from  gas  appliances. 
613^Rent  from  property  used  in  operating. 
614-Merchandise  and  jobbing. 
615-Mi3cellaneou8  operating  revenues* 


MISCELLANEOUS  REVEKOES: 

611-CoPBaissionB  on  others*  water. 
612 -Rent  from  water  appliances, 
613-Mer6handise  and  jobbing. 
614r Miscellaneous  operating  revenues. 


Figure  4  -^  Operating-Revenue  Accounts  approved  by 
the  National  Association  of  Railway  and  Utilities 
Coiiunissioaers* 

All  revenue  acoounts  may  be  subdivided  as  desired  bj'  the  management  or  as  may  be  required  by  the 
regulatory  coraraission.  The  most  logical  basis  of  division  is  to  form  a  separate  subaccount  corresponding 
to  the  classes  of  service  sold  at  a  given  rate*  This  is  tlie  general  basis  used  in  the  follovring  sub- 
divisions of  Aocoonts  601  and  602  of  eleotrio  utilities  irtiioh  are  required  "by  the  Illinois  Commeroe  Com- 
mission* 

Sales  of  Curr€tntft 


601  —*•  Metered  Sales  to  General  Constiraers 

(a)  Residence  lighting. 

(b)  Coaimercial  lightings 

(c)  Commercial  power. 

(d)  Combination  light  and  power 

(e)  Other  nales  —Metered* 


602 -«  Flat-rate  Sales  to  General  Consuners* 

(a)  Residence  lighting 

(b)  Commercial  lighting, 
(o)  Cc»iimercial  power. 
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0PE8ATITO  KPlWSf  ACC0CNT8 


Electric  Utllltlat 


Cm  ntilltl0« 


Watar  1H  ill  tie* 


TOO.PBOroCTION  EXPENSES. 

Oj^imtlon:  Ste«B*Po«er  Generation 

0  C  1  70^  anperlntandence  and  labor. 

1      701 .1  daparintendbmee. 

A      701.2  Boiler  labor. 

A      ioi,"}  Engine  labor. 

A      701.4  Xlectrieal  labor. 

A      701*5  Mieeellaneone  labor. 

D  TOe*  POteer  plant  euppliee  and  ezpenees. 

C  B  A      70e.l  Foel. 

C  B  702.2  Water. 

C  B  702.3  Mieoellaneous  etLppliee  and  ai^enBee. 

A      702.31  Lnbrioente. 

A      702.32  Prodnetion  euppliee. 

A      702.33  Station  expense. 

Maiateoaneat 

0  703*  Maintenance  of  poiier  plant. 

C  B  A       703.1  Maintenenee  of  station  baildinge. 

C  B  703.2  MaiatenaBoe  of  stoaat  aqaipaaBt. 

A      703.21  Maintenance  of  ftumaees  and  boilers. 

A      703.22  Maintenance  of  boiler  apparatus. 

A       703.23  tlsintenance  of  steam  aoeeasories. 

A      703. 2U  Maintenance  of  steam  engines. 

A      703.25  Maintenance  of  turbo -generator  units. 

C  B  A       703.3  Maintenance  of  electrical  e%uii>aant. 

A      703.31  Maintenance  of  main  generators. 

A      703.32  Maintenance  of  exciting  ^paratus. 

A      703 •33  Maintenance  of  control  and  protective 

e^ui  patent. 

A      703. 3U  Maintenance  of  transfbtnere  and  convert- 
ing apparatus. 

C  B  A      703.U  Maintenance  of  niseellaneoue  poiver.plant 

equipment . 

0  C  B  A       70^  Steasi  generated,  apportiomient  account. 

D  C  B  A      705*  SteeB  frco  other  eonrees. 

Operation:     ^jrdroeleotric  Generation. 

0  C  B  706.  Superintendsnce  and  labor. 

A       706.1  Superintendence. 

A      706.2  ^dro«lectrie  labor. 

A      706.3  Station  labor. 

A      706.4  Miscellaneous  labor. 

S  707*  Power-plant  axqipliee  and  expenses. 

C  B  A      707*1  Water  for  power. 

C  B  707.2  Miscellaneous  sts>plies  and  expenses. 


Operation t 


DiB 

"701. 

A 

701.1 

A 

701.2 

A 

701.3 

A 

701.  U 

A 

701.5 

A 

701.6 

0 

702* 

C  B  A 

702.1 

C  B  A 

702.2 

700.PR0IJ0CTI01^  ETPEUSES. 


Works  aciperintendence  and  labor* 
Works  Btperin tendance. 
Boiler  ]abor. 
Retort  labor. 
Generatcir  labor. 
Purifieci.tion  labor. 
Miscellcmeous  works  labor. 
Boiler  lliel  and  water. 
Boiler  IHxel. 
Water. 


D  C  B  A       703, 


D  C  B  A      704. 
D  C  B  A       705, 


C  C  B  A       706' 


700.S00BCE  OF  WATER  SDPPLT  KCPEKSE. 


B  C  B  7OI0  ^periatendenee  and  labor i 

A      701.1         So^riatendsnce. 
A      701.2        (grating  labor. 


B  C  B  A      702*  Operating  •tq>pllet  aai  •9«aaae. 


Foal  ua<3.er  retorts. 


B  C 


B  A 
B  A 


703. 

703.1 

703.2 


Maintenance  of  source  of  aupplj* 
Repaire  to  water-supply  buildiafs. 
Repaire  to  eu rf aoe  eouroe  of  supply 
faeilities. 


B  A      703.3 


Repairs  to  ground  eourca  of  watar 
«n.ppl7. 


Coal  ciirbonized. 
Generator  foal. 


Water-Etas  oil. 


I  D  C  B  A      70U.  Water  purchased  for  raeale. 


B  C  707*  Mlscal3.aneous  works  stq>plies  and  e^^enees. 

B  A      707*1         Coal-gas  enricher. 
B  A      707*2        Puriflciation  st^plles. 


Figure  5-  Operating  Sxpenae  Aooounta  (Contimifid  #1) 
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OPKRATINC  IXPISSE  1CC0OTT8  (Continued) 


tlactrie  Utilitlsa 


A  707.21 
A  707.22 
*     707.23 


Lohri Cants. 
Prodoction  auppliet* 
Station  txp«xM«* 


C 

e 


Maint»n»nc<j. 

B  A 
B 

A 

A 
A 
A 


70«.i 
708.2 
70S. 21 
708.2c 
7O8.23 
708. 2U 


A 

A 
A 


€  B 


A 

A 
A 
A 
A 
A 
B  A 


708.2^ 
708. 2& 
708.27 
708.3 

7CS.31 
708.32 
708.3'. 

708. 3*4 
708.3^ 
708.35 

7O8.U 


Malnt»na»aa 
Maintanane* 
Maintenance 
^Maintenance 

Maintenance 

Maintenaiiee 

Maintenance 

racea. 

Maintenanet 

Maintenance 

Maintenance 

Maintenance 

Maintenance 

Maintenance 

Maintenance 

Maintenance 

Maintenance 

Maintenance 

Maintenance 


of  power  plant. 

of  etation  bolldinge. 

of  reeervoira,  dooie,  and  waterwaye. 

of  reeervolre»   laais,  &nd  intakes. 

of  naTig»tion  facilitlea. 

of  matencays. 

of  forabv**  p«n»toeka»  and  tail 

of  waj  and  care. 

of  telephone  ayttes:. 

of  prodnctlon  roada  and  trails. 

of  hydroelectric  eq:aii;>nient. 

of  water  tvi^inet  and  water  irtieels. 

of  tttrbe»fenerator  units* 

of  laain  generator. 

of  exciting  appara i-'j* . 

of  control  aad  proteetii^e  «4uipuant 

of  tranefbmera  and  converting;  Appar* 

of  Bieeallanftoua  po«*er  plant  eqtiipt. 


tion;       Gaa-power  i»en«ration 

'00.  &aperintendence  and  labor. 

A     709*1         Sqferintendence. 


Gaa  Utilitiaa 


Water  Utilitiea 


7070 

7O7.U 


Maintanarc 


D  C  B  A 


$1' 
7O8. 


C  B 


A     709.2        yual  l-iJior. 


A 

A 
A 

C  B  A 
C  B 

A 
A 
A 
A 


700.3 

7O9.U 

709.5 

710. 

710.1 

710.2 

710.21 

7X0.22 

710.21 

710. 2U 


Engine  labor. 

Electrical  labor. 

Miacellaneona  labor. 

Power  plant  eupplles  and  aiQiansea. 

Engine  fual. 

Miacellansous  sopplies  and  a:q>enseSi 

Mater* 
Xiabri  cants. 
Protection  eopplies. 

Station  ejqpenaa. 


C  B 


A 
A 
A 
A 

A 
A 

A 

A 
A 
A 
A 
A 
A 


709. 

709.1 
709.12 

709.13 
709.IU 

709.15 
709.16 

709.17 
709.2 

709.21 
709.22 
709.23 
709. 2H 
709.25 
709.26 
709.27 


Mieeellaneoas  worke  esqpense. 
Gas  storaze. 

Maintenance  of  worVs  and  station  structures. 


Maintenance 
Maintenance 
Maintenance 
Maintenance 

• 

Maintenance 
Maintenance 
Maintenance 
Maintenance 
Maintenance 
Maintenance 
Maintenance 
Maintenance 
Maintenance 
Maintensnce 
Mfldntenance 
Maintenance 


of  works  equipment  and  a^paratas. 

of  power  equipiaent. 

of  fVi maces  and  boilers. 

of  boiler  apparatus. 

of  steam  aeeassorias. 

of  a  team  acceasoriea. 

of  internal  eoicbustlon  engines. 

of  Kiseellaneous  power  equipt. 

of  gas  apparatus  and  tools. 

of  benches  and  retorts. 

of  water*gas  sets. 

of  purification  apparatus. 

of  holders. 

of  accessory  worlrs  equipment* 

of  laboratory  equipment. 

of  implements  and  eu:ceeBoriee. 


D  C  B  A     710.         Gas  troni  other  sources. 


710.     STEAM-POIEB  PUMPIRS 


Figure  9-  Operatiag  Expenee  Aesounts     (continaed  #2) 
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Elfctrlc  tJtlliti«« 


Maintenance: 

-Hi. 

C  3  A 

711.1 

C  B 

711.2 

A 

711.21 

A 

711.22 

C  B 

711.3 

A 

711.31 

A 

711.32 

A 

711.33 

A 

711. 31* 

C  B  A 

711. u 

0  C  B  A 

712' 

Maintenance  of 
Malntenar.ee  of 
Halntananea  of 
Maintenance  of 
M&lntenanca  of 
Maintananee  of 
MaiBtenarce  of 
M&intenance  of 
Maintenance  of 
Maintananee  of 
Maintenance  of 
Power  gaa  frcm 


power  plant. 

•tatlOR  tttildinf, 

gaa  a<inipznert    (eiceeseoriet. 

foal  holders,  produeere  and 

enginaa  and  turbir.ee« 

alactrie  o^uipi&ent. 

aatn   generator*. 

exciting  apparatus. 

control  and  protective  a^paratu^ 

transforciere  <md  corv«rtlng  app. 

nitcellanaous  power-plant  aquiptj 

othar  eourcas. 


OPtRATING  DTPENSI  ACCODNTS  (Continjiad) 


Oat  ITtilitiea 


D  C  B  A     711*       Powar  from  other  aoarca*. 


r  C  B  A       713»       Ilaetrie  anar$gr  fros  other  toaxCM. 


B  C  B  A       7lU^       Daplieata  prodaetion  ^arfaa.->Cr. 
0  C  B  A       715^       Production  azpaneaa  tranafarrad-*  Cr. 


720»  TRATOMISSIOM  EirENSFS. 

72]>  TranamlBsion  operation  and  maintenanea* 

C  B  A       721.1  Saperintendonca. 

C  B  A       721.2  9ab-atatior  labor. 

C  E  A       721.3  Sah-etation  euppllo*  and  oxpanaa. 


B  721.U    Oparation  of  tranaclssion  llnao* 

A  721. i^l  ItHbor  and  axpansa-«nderground  conduit*. 

A  721. U2  Labor  and  axpanta-{>olae,toiiara  aod  flxtixro*. 

A  721.^3  Labor  and  axpenaa^.cverhaad  conduit  a, 

A  721. UU  Labor  axkl  expensa-undergrounl  condnetora. 

A  721.  l|^  Miecallanaona  aiipplias  and  axpansas. 

B  A  721*^    Maintenance  of  etnietaraa. 

B  A  721.6    Maintenance  of  aob-statlon  a^ipnant. 

B  A  721.7    Maintonanca  of  nndargroond  eondoltt. 

B  721.8    Maintenance  of  tranaKission  llnae. 

A  721. 81  Maintenance  of  polae.towara  and  fixturaa. 

A  721.82  Maintenance  of  overhead  condnctora* 

A  721.83  Maintenance  of  tundergronnd  conductor*. 

B  A  721.9    Maintenance  of  roada  and  trail*. 


D  C  B  A     712.       Staasi  gonaratedk-apportlonnsnt  aocount. 


B  C  B  A     713,       Baaidnal*  prodaead  — Cr. 


D  C  B  A 
D  C  B  A 
D  C  B  A 


72U- 

716. 


Raeldoal^  azpenaa. 

Daplieata  prodaetion  eharga* — > Cr. 

Prodaetion  azpentes  transferred  —  Cr. 


D  C 


B  A 

B  A 
A 
A 

B 
A 
A 

B  A 


720.  TRANSMISSIOR  ASD  DrJTBIBtJTKF  EXPFNFIS. 

721.  Oiatrlbution  oparat:LeB. 
721.1    TrasaBission  punpiai{. 

721*2    Bi*trlbution  •aparlntandenee  and  axpenaa, 

721.21  Distribution  saperlntendance. 

721.22  Distribution  sappliiis  and  axpenses. 
721.3     Consuaar*  preoises  iidx^* 

721.31  Maintaining^  installiitions. 

721.32  Work  on  eonsvBwra*  praaisaa* 
721. U    fiaaoTing  and  raaatting  aatar*. 


Watar  TJtilitlaa 


B  C  711*       Soparintendanoa  and  labor. 

B  A    711.1     9aparintand»nea« 
BA    711.2    Boilar  Labor. 


B  A    711.3    Pttq:ing  labor. 


0  C 


B  A 

B  A 
B  A 

B  A 

B  A 


D  C 


711.^  Miscellsr.eons  Labor 

712.  Steam  Panning  Soppllas  and  Expenaaa 

712.1  ?0»1' 

712.2  Watar  for  steam. 

712.3  Lubricants.. 

712, U  Miseallanaoua  staam.power  puniping  supplies  and  Exp. 

713*  MaiBtananea  of  ataam  Ptanplnflr  Plant. 

713  •!  Malntananea  of  ataau  power  puaiplnff  bail  dings 

713.2  Maintenanea  of  boilers  and  aeeassorias. 

713.3  Melntenanca  of  ataaoa-power  pomping  equipment, 

7n.U  Maintenance  of  miacallanaoaa  steaBt-puniplng  plant  aqu^t. 

71U.  Staan:  from  other  aourcas. 

715-  Staam  Sonera  tad  .—  A  pportionaant  Account. 


720.  EIjrCTRIC  POWEB  TOMPITO. 

D  C  721.  Saperlntandenca  and  labor. 

B  A    721.1  Saporintendenea« 

B  A     721.2  Pooping  Labor. 


B  A    721.3    laseallanaooa  Labor 


Pigara  5-  Operating  Ssponaa  Aooouata  (Continoad  #3} 
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OPBUffDP  CTOSK  ACCOPWTS   fContlmi«d) 


SlMtrle  Utilltiv* 


T)l» 

C  B 

A      731.x 

A      731-2 

1     731. a 

1      731.22 

C  B 

731.3 

A      731.31 

A      731.32 

C  B 

731  .»• 

i 

ft      731  .«»l 

. 

i      7Jl.J#2 

1      7P.U3 

I      751.1^ 

I      73l.>« 

C  B 

731.^ 

k      731 .*! 

»      731. -52 

I      731.53 

t      731.^^ 

^      731.55 

C  B  A 

732.1 

C  B  it 

7V.2 

C  B  A 

7J2.3 

C  B  A 

732.M 

C  B  A 

732.5 

732.51 

732.52 

752.53 

C  B  A 

752.6 

C  1 

732.7 

732.71 

732.72 

730,  DISTRXBUTIGH  EXPEHSES. 

Diet  rlbut Ion, ope r*t loo,  and  maintonane*. 

Suporlc  tanivne* . 

Sttbatatlon  0xp«aMa* 

8«I»«tatlon  labor. 

Svjbatatiott  svppltaa  mA  aspanaas. 

Storesa'battatj  azpantaa. 

Storaga-battaij  labor. 

Stora«r«>battar]r  supplia*  and  asi>anaa«. 

Operation  of  distribution  linaa. 

Labor  Mil  aiq^anaa-andarground  eondttita. 

Labsr  and  axpanaa-polet,   towara,  and  flsturat. 

I>abor  and  aj^aaaa-ovarhaad  eaniaetora. 

Labor  and  axpana&-andars round  oondnetora. 
Miaeallanaoaa  si^pllos  and  a^anaas. 
Matar  and  tranafennar  aparatlon. 
Salarlaa  and  axpanaas^vatar  dapartoant* 
Tatting  aatars. 

Mi  tcallanaoaa  axp«naaf«atar  dapartr.ant. 
Hacetrln^  and  raaatting  aiatara. 
fiaaoTlng  ard  rea«ttin«  tranafoiKars. 
Maintananca  of  ttruetara*. 
Maintananca  of  aubstation  ^lulpnant. 
^laintananea  of  atoragaobattarjr  a^txipnant. 
Valntananea  of  undargroiuid  conduits. 
Maintananca  of  distrlWtion  linat. 
Maintananca  of  polsa,    towars,   and  fixtures. 
Malntanar.ea  of  orarhaad  conduetera. 
Maintonanea  of  underground  conductors. 
Maintenance  of  aarrleas. 
ifiaintonaaea  of  transfonaera  and  aatara. 
Maintananca  of  Una  t ran sf onus rs. 
Maintananca  of  eonaoaara*  Batara. 


Oas  Utilitia« 


Maiatanaaca? 

^  C  722.  Distribution  wiintanacea. 

722.1  Maintenanea  of  mains* 

722.2  Maintenance  of  <;erTioea. 

722.3  Miscallanaous  ^llatrlbution  oalntenaaea. 
722.51  Maintananca  of  ahop  bulldlnga. 
722.32  Maintananca  of  distribution  l^lse»nts 

and  aceaasoriaii. 

A      722.33  Maintananca  of  gas  appliances. 

0  C  B  A       723,  Maintenance  of  oonatners'  i&atars. 


B  A 

B  A 
B  A 

A 
A 


D  C  B  A   72U. 

730. 
D  C  B  A   731. 


Duplicate  distribution  elMtrges  ^  Cr. 

STREET  LIGHTING  EXPENSES. 
Operation  of  street  laa^s. 


D  C  B  A       732, 


Maintanaaea  of  utreet  laiz3;s. 


Water  Utilities 


D  C 


B  A 
B  A 


D  C 

B  A 
B  A 
B  A 

D  C  B  A 

D  C 

B  A 

B  A 
B  A 


DC 


B  A 

B  A 

B  A 
B  A 


D  C 


B  A 
B  A 


782-  Electric  pumping  euppliee  and  axpenaaa. 


722.3 

722.U 

723. 
723.1 
723.2 
723.3 

72l». 

730. 

731. 
731.1 

731.2 


Lubricants. 

Mlscellanooue  electric  power  prajping 
stq>plie8  and  expenees. 
Maintenance  of  electric  ptunping  plant. 
Mftintenanee  of  electric  Fumplng  buildings. 
Maintenance  of  electric  pumping  a(iui|«ent. 
Maintenance  of  Bleeellaneous  pwnDlag  station 
equipment . 

Elactrlc  energy  from  other  sources. 

GAS  Ofi  OIL  POITEE  POMPIHO. 

Superintendence  and  labor. 
dope rln tendance . 
Producer  labor. 


B  A      731.3        hiaping  labor. 


5  A       731  .U        Miacallanaoua  posping  labor. 


732. 
732.1 
732.2 
732.3 

732.U 


733. 
733a 

733.2 


Oaa  or  oil  pumping  supplUs  and  expensee. 
rVwl. 

Mater. 

Lubricant. 

Miecellanaous  gas  or  oil  puaping  station 

supplies  aiq>ense. 


Maintanaaea  of  gaa  or  oil  p^nping  plant. 
Malntananee  of  gaa  or  oil  power  pulping 
btilldiaga. 

Maintananca  of  gac  predueer  and  auxlllaiy 
«talpt. 


n^ura  5-  Opemtinc  eipenaa  accounts  (Continued  #  U). 
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OPEBATBTt  IXPEHSE  ACCOCrRTS     (ContimMd) 


Il«etrle  Utilitl«» 


C  B 


C  B 


A 
A 

A 

A 
A 


C  B 


A 

A 

A 
B  A 
B 

A 
A 


750. 

75  X. 

751.1 

751.11 

751.12 

751.13 

751.2 

751.21 

751.22 

751.3 

751.31 

751.32 

751.33 

751. U 

751.5 

751.51 

751.52 


OTILIJATIOH. 

Utilization  operation  uni  aaintonanee. 

CooBereial  laaip»*op«ration. 

CooBereial  are  laaqpt. 

Incandascant  lanips— renawals. 

Incaivieaeant  laBip»»ranawala. 

Conatanera*   inatallation  and  inapaotion  norir.. 

Inapaetion-cona-niEsrs*  pramiaaa. 

Conatmara'   inatallatlona. 

Uunieipal  atraat  laagjpa-oparation. 

Mosieipal  atraat  are  lampa. 

Monicipal  ttreet  ineandaaoant  inatallation. 

Monieipal  atreat  ineandaseant  ranaaala. 

Maintananca  of  oocaereial  laitf>a. 

Maintananea  of  aninlelpal  atro«t-ll|^ting  aqnipBiont. 

Maintonanca  of  araniclpal  atraet  are  lamp*. 

Maintananea  of  inanielpal  ttraat  ineandaseant  lanps. 


Gas  Utilitiea 


Water  trtilltiea 


B  1     733.3 

B  A    733.U 
D  C  B  A     73U. 

H-730* 
D  C        H-731. 
B  A  H-731  1 
B  A  H-731. 2 

B  A  H-731.  r 

B  A  H-731. ^ 
D  C         H-732. 
H-732.3 

H-732.U 


B 
B 


D  C       H-733^ 
B  A  H-733.1 

B  A  H-733.2 
B  A  H-733.i* 

D  C         H.73U. 


C 
B  A 
B  A 

C  T  A 


7UI. 

7)a.i 

7U2.? 

7U2. 

7U3. 

7U3.I 
7U3'2 
7U«. 
7U9. 


D  C 


B 
B 
B 
B 
I 
B 
B 


751. 

751.1 

751.2 

753.3 

751»'i 

751.5 

751.6 

751.7 


Maintaooiee  of  gaa  or  oil  power  pamplng 

eqnl]^ant. 

Maintenance  of  Biscdllwieotw  gaa  oroU 

puBplng  aqtilpnserit. 

Power  gaa  purchasea  or  transferred  fro» 
other  department a. 

HTORAUlIC-POtER  PUMPIW; 

Stiperintendenee  mi  labor. 

Sv^rintendenca . 

ifjrdranllc  labor. 

Pmop  labor  . 

Miseellsneota   labor. 

n(3rdraalie  pvmping  sT^plies  and  •zpenseo. 

Lobrieanta. 

MiseellaneoTs  pua^iing  station  supplies  anl 

es^nae. 

Maintananea  of  hjdraulie  pnaaping  plant. 

Maintenanee  of  d«ne,   em  ale,   fltoeea,  and 

buildinga. 

Maintenanee  of  tnrbinea  and  water  aheala . 

Maintenanoe  of  miaeellaneons  bydraolie 

punping  eqnipiasnt. 

Hjrdranlle  power  porehased. 

T^.PTJRIFICATIW  IIPBNSBS. 
Fvu'ifieation  stqpplics     end  expenses. 
SqperintendaBoe  * 
Porlfieation  labor. 
Pari  fi  eat  ion  supplies  and  expenses. 
Maintenanee  of  pnri fleet  ion  plant. 
Bialntenanee  of  pnrlfieatlon  buildings. 
Maintenanee  of  purifleafcinn  equipment. 
Dtqplieate  production  charges  -    Cr, 
Prodttetion  ezpeneea  tranaferred  -  Cr. 


750.      TEAirsMissiour  tm  distfiboticw. 


operating  labor,  supplies,  md  esqpenee. 

Soperlntendenee . 

Storage,  reservoir,  tank, and  standpipe  labor. 

Maps  and  reeords. 

Inspecting  and  teeting  meters. 

HenoTing  and  rssetting  meters. 

Inspecting  cnstomBrs'  installations. 

Other  transnl salon  and  distrlbation 

operating  labor. 
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OPDUTDVa  XXPEirS  iCCOCnrfS  (OoatlSMd) 


r 


giygtrlg  utu^tiei 


tea  UtilltlM* 


760.    COMMERCIAL  IXPENSf . 

D  C  761.        Coitxn0rclal  adalnistration* 

B  A  761.1     CoBBiercl&l  gansral  labet. 

B  761*2     Connsrclal  books  and  eontraeta. 

A  761 '^l  Coonarelal  booldcaaplng. 

A  761.22  Coamarcial  eontraeta, 

B  761.3     Cocraarclal  aatar  raading  and  eollaeting, 

A  761.31  Coamarcial  sollectlng, 

A  761.32  tieter  reading. 

B  A  761*4    CoHnerclal  stippliaa  and  expenaaa. 


D  C  B  A  76^'       Aganta'   eooiBlsaiona 

7?o.     new  bosiubs  xxpekses  . 


D  C 


B 


A 
A 

A 
A 
A 
A 
A 


7?1.       Haw  Baaineaa  exp«naaa. 

771.1  Raw  Baaineaa  aalariaa. 

771.11  ^^^  bualnaaa  managenent  aedariaa. 

771.12  Haw  boalnaaa  advertialng  aalariaa. 

771.2  Naw  bualnaaa  at?>pllaa  and  axpanaaa* 

771.21  Deaonatrationa* 

771.22  Wiring  and  applianoaa. 

771.23  Advartialng  aappliaa  aad  aspanaaa. 
771 .21^  Cairraaalng  and  a^iffltlag. 

771.25  Hiaoallanaoua  naw  bnalaaaa  atcppllaa  and  azpansaa 


760.       COKMERCIAL  SXPKKSB. 

D  0  761.       CoBBBOreial  adminlatration. 

B  A  761*1     Connareial  genaral  labor. 

B  761.2     Coamarcial  booka  and  eontraeta. 

A  761.21  Connareial  booldcaapl  ng* 

Jl  761.22  Ccsnarcial  eontraeta. 

B  761.3     Comnareial  isatar  raailng  and  eollaeting, 

A  761.31  Connareial  eollaeting. 

A  761.32  Mater  reading. 

B     A  761. U    Conmarcial  auppliaa  and  axpanaaa. 


D  C  B  A  762.       Aganta'   eonnicaiona. 

770.       NKW  BUSINESS  EXPENSES. 

D  C  771.       Naw  baaineaa  expenaaa - 

B  771.1    Naw  baainasa  aalariaa. 

A  771.11  Naw  bualnaaa  nanagaatant  aalariaa. 

A  771.^12  Naw  bualnaaa  adrertiaing  aalariaa. 

B  771.2     Naw  baaineaa  anppllaa  and  expenaaa, 


A     771.21  Oeaionatratlona  • 


A 
A 
A 


B  A 


D  C 


C  B 


C 
C 


B 
B 
B 
B 

B 
B 
B 

B 


A 

A 

A 
A 
A 
A 
A 
A 
A 
A 


780  •       GSKOm  AND  MISCELLARE003  KXFZSTSES. 

7S1.       Undlatri bated  gexiaral  •zpanaea. 

781.1  General  office  aalariaa. 

781.11  Adminlatrstiva  aalariaa. 

781.12  Other  general  office  aalariaa. 

781.2  tfiaoallaneouB  general  axpenaea. 

781.21  Qecaral  office  aappliaa  and  axpenaea. 

781.22  Genaral  atationarj  and  |>rintlng. 

781. 23  Maintenance  of  general  atraetorea. 

781.24  Operation  of  coooranication  ayataa. 

781.25  Maintenance  of  cozatEnmioatlon  s/atam« 

781.26  Law  axpenaea. 

781.27  Insurance. 

781.28  Store  axponaea. 


C  B 


A 

B  A 
B  A 
B  A 


B  A 
B  A 

B  A 


B 
6 
6 
E 
B 
B 
B 
B 


752,  Miseellanaoua  diatrlbatlon  supplies  and  expenses 
755,  Maintenanee  of  tranamlasion  and  distribution  system. 
753*1  Maintenanee  of  transidoaion  and  distribution  bldga. 
7B3,2  Maintenance  of  transoiBalon  oaina. 
753,?  Maintenance  of  storage  reservoir  tanks  and  standplpe. 

753.4  Maintenance  of  distribution  mains. 

753.5  Maintenance  of  service* 

753.6  Maintenanoe  of  aeters. 

753.7  Maintenance  of  hydrants. 

763.8  Maintenance  of  fountains  and  troughs. 

760.  CO!iIJ-IKRClAL  ES?BNSE. 


771.23  Advert iaiflf  anppliat  and  axpenaea. 

77I.2U  Canraaalng  and  aolidting. 

•771.25  Miacellaneoas  naw-baalnaaa  aappliaa  and  expenaaa, 

780.  GINSUL  AND  MISCELLiJlSOOS  SIPENSI. 

781.  Ondiatributed  genaral  expenaaa. 

781.1  General  office  aalaiiea. 

781.11  AdiBlalatratiTe  aalailaa, 

781.12  Other  general  office:  aalarlta. 

781. 2  Miaeellaneoaa  genertil  expenaaa. 

781.21  General  office  anppliea  and  expenaaa. 

781.22  General  atationary  iind  printing. 

731.23  Maintenance  of  general  atraetarea  . 


D  C         761.     Conoierelal  administration. 
B  A  761.1  Camaercial  labor. 
B  A  761.2  Meter  Reading. 


B  A  761.3  Consumers*  Acooonts. 


B  A  761.4  Collecting. 

B  A  761.5  Contract  Departmant. 

B  A  761.6  Miseellanaous  consnercial  Dapartaent  axpanaea. 

770.  NEW  BUSINESS  EXPENSES. 

D  C    771.  New  Business  Expenses. 
B  A  771.1  N«^7  Business  Salaries. 


B  A  771.2  Vow  business  supplies  and  aixpenses. 


781.26  Law  expenaaa. 

781.27  Insnranoe. 


781.28  Store  axpenaea. 

Figure  5.     Operating  expenae  aoeoonta  (oontixued  #6) 
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780.  CKNERAL  AND  MISCBLLANEOOS  EXPENSE. 

)     781.  Undistributed  general  expenses. 
C  B   781.1  General  office  salaries. 
A  781.11  Admlnistratire  salaries. 
A  781.12  Other  general  ofrioe  salaries. 
C     781.2  Ulacells.neous  general  expenses. 

B  A  781.21  General  offiee  supplies  and  expenses. 
B  A  781.22  General  stationery  and  printing. 
B  A  781.23  Maintenance  of  general  structures 


B  A  781.26  Law  expenses. 

B  A  781.27  Insurance 

B  A  781.28  Store  expenses. 
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1  A 

781.29 

B  A 

781.30 

B  A 

781.31 

B  A 

781.32 

D  C  B  A 

782. 

D  C  B 

783. 

A 

783.1 

A 

7«3.« 

A 

783.3 
783.U 

A 

A 

783.5 

D  C  E  A 

78U, 

D  C  B 

78'5. 

A 

785.1 

A 

785.2 

D  C  B  A 

786^ 

D  C  B  A 

787. 

0  C  B  A 

78S- 

D  C  1  A 

789' 

D  C  B  A 

790/ 

* 

¥ 

OPEBATINO  EXPENSE  ACCODIfPS  (ContlnttH) 


EUetrle  Utllltias 


Traoiportatlea  0ip«nMs. 
Unils  tribute  1  aiJu*tB»nt« . 
Bantal*. 

Other  iciaoellaneoue  general  expenees. 

Betiremeat  espenee. 

Injuries  and  iBicagee. 

ClaiiB'-departicent  expentea. 

Mellcal  ezpenees. 

Injuries  to  eztipleyes. 

Other  personal   Injurlee  and  property  .laaags. 

Ml eeelleneous  accident  espenees. 

Be^iUatory  eouaslsslon  expenees. 

R#lief  and  welfare  worir. 

I^ployes*  welfare  department. 

Pensions. 

Franchise  requirenenta. 

Aaortlsatlon  of  franehiees. 

Electric  ezpenees  transferrei-Cr. 

Joint  operating  expensee-Cr. 

Daplieate  lolecellaaeous  eharges-Cr. 


Cae  Utiliti«t8 


D 
0 


B 
B 
B 
B 
B 
B 


D 
D 
D 
D 
D 


A 
A 
A 
A 
A 

A 
A 
A 
A 

A 
A 

A 

A 
A 
A 

A 
A 
A 


781.29  Traneportal:ion  expenses. 

781. 30  !Jndistrlbu1;el  aijustiaents. 

781 .31  Rentals. 

781. 32  Other  fflisMllaneous  general  expensee. 
782,  Ketireinent  expanse. 

783'  Injuries  ard  damages 

783.1  Claiin-depailment  eiqienees. 

783.2  Medical  expenses. 

78 J. 3  Injuries   tc  employes, 

783.U  Other  personal   injuries  and  property  dmaire. 

783.5  Miscellanectxe  accident  eipenses. 

78U-  Bagttlatoiy  coonDission  e^eneee. 

785*  Relief  and  welfare  worlc. 

785.1  BBployee'  nelfare  dspartawnt. 

785.2  Peneione. 

786.  Frenchiee  requirement e. 

787*  Aaortisation  of  franchisee. 

788.  Gas  ejQtenses  traneferred-Cr. 

789.  Joint  operating  expensea^r. 

790.  itaplieate  Kleeellaneous  char^ee-Cr. 


Water  Utilities 


B  A 

B  A 


D 


D 
D 


D 
D 
D 
D 

D 


A 
A 

A 
A 
A 
A 
A 
A 

A 
A 
A 
A 
A 
A 
A 


781.29 

781.30 

781.32 
782. 

783* 

783.1 

783.2 

783.3 

783.>» 

783.5 

78U» 

785. 

795.1 

785.2 

786- 

787. 

788. 

789- 

790* 


Transportation  axpanaea. 
Undietributel  ext>«as90. 

Other  Diseellaneous  general  expenses. 

Retirement  eiq;>ense. 

Injuries  and  daoiages. 

Clalm-dapartment  expenses. 

Medical  expenses. 

Injuries  to  employes. 

Other  personal  injuries  and  prrsperty  imm*. 

Miecellaneous  accident  sxpvnsss. 

Regulatory  eomniesion  axpsnsee. 

Relief  and  welfare  work. 

B«?>loyes'  welfare  department. 
Peneione. 

P^nehise  requirements. 

Anwrtlcatlon  of  franchises. 

Water  expsnees  trans f«rred-^r. 

Joint  operating  eiq)ensee«Or. 

Duplicate  mleeellaneoue  eharges-Cr.' 


PICOHE  5  -  (derating  Expense  Accounts  ApproTod  by  the  National  Association 
of  Railwair  Utilities  CooBis  si  oners. 
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a  sufficient  reason  for  tlielr  separate  statement •     Cost  of 
operating  labor  and  materials  bear  a  close  relation  to  busi- 
ness activities  reflected  in  production  and  sales,  but  taxes 
do  not« 

Rents  paid  for  the  use  of  property  frequently  present 
a  number  of  complications.     The  payment  may  represent  pure 
rent  or  it  may  include  maintenance,  taxes,  depreciation^ and 
other  elements*     Tliere  is  also  a  wide  range  as  to  the 
amount  involved.     The  payments  miay  cover  minor  rents  for 
pole  attachments,  the  use  of  small  storage  facilities  and 
other  small  rental  payments  which  are  more  conveniently 
charged  to  operating  expenses.     In  other  cases  the  rental 
may  cover  an  entire  operating  plant  or  tinit.     The  following 
definitions  and  explanations  contained  in  the  National  Com- 
missioners'  classification  indicates  the  method  of  treatment 
prescribed  in  this  classification: 

''Rents  ere  payments  for  the  use  of  property  employed  in  the 
business  but  not  owned  by  the  accounting  company.     The  standard 
form  of  income  statexnent  established  by  this  system  of  accounts 
provides,  therefore,  for  deducting  from  gross  income,  rentals 
paid  for  the  use  of  property  not  owned,  in  order  that  the  income 
available  for  a  return  upon  that  part  of  the  capital  invested  in 
the  enterprise  by  the  accounting;  company  may  clearly  appear.     Minor 
rents,  however,  such  as  rents  for  land,  buildings,  and  comparatively 
small  portions  of  plant  and  equipment  (not  constituting  a  distinct 
operating  unit;,  used  for  departmental  purposes,  are  more  suitably, 
for  administrative  purposes,  charged  directly  to  one  of  the 
divisions  of  the  operating-expense  schedules,  and  suitable  treat- 
ment of  such  expenditures  is  provided  for  in  the  operating-expense 
accounts." 

The  net  result,  after  deducting  from  operating  revenues 
the  three  items,  operating  expenses,  uncollectible  bills,  and 
taxes,   is  designated  "operating  income"   (applicable  to  cor- 
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porate  and  leased  ppopertres),  defined  in  the  Commissioners* 

classification  as  follows: 

"Operating  incone  applicable  to  corpor&te  and  leased  properties 
is  that  incone  arising  from  any  class  of*  operatione  which  is  available 
to  pay  a  return  in  one  form  or  another  upon  capital  employed  in  that 
class  of  operations.** 

Prom  operating  income  is  deducted  the  item  of  rents,  the 
net  result  after  which  deduction  is  designated  "Income 
Applicable  to  Corporate  Property,"  which  is  defined  in  the 
Commissioners'   classification  as  follows: 

''Income  applicable  to  corporate  property  is  that  income  'which 
is  available  to  pay  a  return  in  one  form  or  another  on  capital 
owned  by  the  accounting  company*     It  is  the  operating  income  ap* 
plicable  to  corporate  and  leaded  properties,  less  rentals  for  the 
use  of  capital  not  owned*" 

The  second  section  of  the  income  account  is  "Income  from 
nonoperating  properties,"  comprising  items  IS  to  20,  Figure  5, 
which  is  defined  In  the  Commissioners'   classification  as 
follows : 

% 

Ineoiae  from  nonoperating  properties  is  incc^ie  derived  from 
properties  not  devoted  to  the  onaertakings  for  which  the  aeooantin^ 
c<»apany  is  organized;  also  fraa  properties  n6t  belonging  to  the 
accounting  ocstpany^  but  in  whi^sh  it  has  an  interest  thru  eimershlp 
of  stocks,  bonds,  or  otherwise*** 

The  sum  of  the  balances  in  the  accounts  of  this  section 
and 'the  net  operating  income  shown  in  the  first  section 
constitute  the  gross  corporate  income   (item  21,  Figure  3), 


which  is  defined  as  follows 


"Qroes  eorporftte  inoone  is  that  income  applicable  to  corporate 
properties,  tmt*  is,  gross  income  less  rentals  for  capital  not  owned'' • 

The  third  sccMon  in  the  income  account  is  deductions 
from  gross  corporate  income.^  comprising  items  22  to  28,  inclu- 
sive. Figure  3*     This  includes  interest  and  other  contractual 
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deductions.  Deducting  the  total  of  this  section  from  the 
gross  corporate  income  results  in  net  income  (item  29,  Figure 
5),  which  is  defined  as  follows: 

"Net  Ineome  is  that  amount  left  after  all  contractual  or  coxnpul- 
sory  deductions  have  been  noade  from  gross  income  except  such  sinting- 
ftod  accruals  as  are  required  to  be  temporarily  reeerred*" 

The  fourth  section  is  "disposition  of  net  Income."  This 
section  shows  the  portion  of  the  net  income  which  the  direc- 
tors have  appropriated  for  sinking  funds,  dividends,  or  other 
purposes,  as  well  as  the  remainder  which  is  transferred  to 

profit  and  loss. 

The  standard  form  of  income  account  shown  in  Figure  3  is 
the  same  for  electric,  gas,  or  water  utilities.  It  will 
be  noted  that,  necessarily,  companies  operating  two  or  more 
kinds  of  utilities  must  keep  separate  Income  accounts  for 
each  class,  or  at  least  establish  subaccounts  so  that  the 
net  Income  of  each  utility  may  be  stated. 

In  cases  where  a  utility  operates  In  more  than  one 
municipality,  and  a  change  in  the  rates  in  one  or  more  of 
these  municipalities  is  desired,  it  frequently  becomes  nec- 
essary to  assign  or  apportion  to  the  territory  in  which 
rates  are  in  question, the  appropriate  part  of  the  various 
accounts  in  the  income  statement.  This  fact  should  always 
be  kept  in  mind  when  installing  or  modifying  the  accoimting 
system. 


( 
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Operatlng«"Re venue  Accotmts,*  Operating  revenues  of 
electric,  gas,  and  water  utilities  are  defined  In  the  Nat- 
ional Conaaissioners*   classifications,  as  follows: 

"Operating-revenue  acccmnts  are  those  in  which  are  re- 
corded the  amount  which  the  accouniiing  company  receives  or 
becomss  lawfVilly  entitled  to  recover  for  services  rendered, 
for  products  or  merchandise  sold^  €i8  a  return  on  property 
used  in  the  compajiy's  own  operations,  and  as  interest  on 
current  funds,  such  as  daily  bank  l>alance8«'' 

The  opera ting -re venue  accounts  of  each  kind  of  utility 

(shown  in  Figure  4)  are  divided  into  two  general  groups,  namely: 

1*  Revenues  from  sales  of  electric  energy,  gas,  or  water* 
2«  Miscellaneous  revenues* 

The  first  group  consists  of  the  accotmts  to  which  are 
credited  revenues  directly  resulting  from  the  sales  of  elec- 
tric energy,   gas,   or  water*     The   second  group  Includes  rev- 
enues derived  from  operations  Incidental  to  the  principal 
business  of  the  company,  hut  closely  related  to  such  business 
thru  the  use  of  the  same  property  or  facilities  that  are  used 
for  utility  operations. 

Revenues  are  usually  based  on  rates  applied  to  the 
quantity  of  electric  energy,  gas,   or  water  used,  as  measured 
by  meter*     Rates  not  based  on  meter  registration  are  called 
"flat  rates*"     Plat  rates  are  not  used  extensively  except 
by  water  utilities,   and  even  here  they  are  fast  giving  place 
to  rates  based  on  measurement  by  meter*     When  flat  rates  are 
applied  to  water  used  in  residences  they  are  based  on  the 
number  of  rooms  in  the  house,   or  on  the  number  of  faucets, 
washbasins,  bathtubs,   and  other  facilities  in  use.     Plat 
rates  for  service  in  buildings  used  for  business  purposes 
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are  usually  based  on  the  character  of  facilities  employed  in 
connection  with  the  water  supply  and  such  factors  as  in- 
dicate the  approximate  quantity  used.  Plat  rates  are  usually 
paid  in  advance  of  the  period  to  which  they  apply. 

Where  discounts  are  allowed  for  the  prompt  payment  of 
consumers'  bills,  it  is  the  general  practice  to  render  the 
bills  as  the  net  amount.  In  case  the  consumer  does  not  take 
advantage  of  the  discount  by  paying  the  bill  within  the 
discount  period,  the  amount  of  the  discount  is  added  to  the 
bill  and  to  the  consumer's  account  in  the  ledger.  Where  a 
penalty  is  applied  to  bills  not  paid  within  a  specific  pe- 
riod, the  accounting  is  similar,  the  amount  of  the  penalty 
being  added  to  the  bill  and  to  the  account.  Any  discotmts, 
penalties,  or  corrections  should  be  charged  or  credited  to 
the  revenue  accounts  to  which  they  relate. 

Merchandise  and  jobbing  revenue  account  Includes  the 
revenues  obtained  from  sales  of  any  merchandise  which  the 
company  handles,  and  from  work  done  for  consumers,  such  as 
wiring  premises  for  electric  service,  piping  for  gas  or  wa- 
ter, and  making  repairs,  or  any  other  work  for  which  the 
company  charges  the  consumers.  The  expense  Incurred  In 
connection  with  such  work  is  charged  against  the  same  ac- 
count. Subdivisions  of  the  merchandise  and  Jobbing  revenue 
account  are  frequently  desirable  and  may  be  made  If  the 
company  so  desires. 

If  a  utility  desires  to  charge  its  various  departments 
for  electric  energy,  gas,  or  water  (which  it  has  itself  pro- 
duced or  purchased  for  re-sale)  used  in  such  departments. 
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the  value  thereof  should  not  be  credited  to  revenue  but  to 
the  appropriate  accoiint,   "Duplicate  Charges  -  Cr«,"  pro- 
vided therefore  in  the  operating  expense   (production- 
expense  group  or  general  and  miscellaneous  expense  group, 
as  may  be  appropriate). 

Utilities  operating  in  more  than  one  municipality  will 
usually  find  it  desirable  to  keep  their  record  of  revenues 
so  as  to  show  separately  the  revenues  earned  in  each  munici- 
pality*    It  is  not  necessary  to  open  a  separate  account  for 
each  municipality,  but  a  permanent  and  convenient  record 
should  be  kept,   so  that  the  revenues  derived  from  any  one 
municipality  may  be  readily  ascertained. 

Operating  Expense  Accoi^nts.-  Operating  expenses  of 
electric,  gas,  and  water  utilities  are  defined  in  the 
National  Commissioners'   classifications,  as  follows: 

"The  term  •operating  expenses'  as  used  in  this 
classification  ineans  siich  expenses  as  are  necessary  to 
the  maintenance  of  the  corporate  organization,  the  ren- 
dering of  service  required  or  authorized  by  law,  the  sale 
of  merchcuidise,  the  production  (including  herein  capital 
consumed)  and  disposition  of  commodities  produced,   and  the 
collection  of  the  revenues  therefor.     Expenses  directly 
incident  to  the  collection,  of  nonoperating  revenues  and 
the  maintenance  of  property  from  which  nonoperating 
revenues  are  derived  are  excluded  from  operating  expenses." 

The  primary  accounts  for  operating  expenses   (Pigto:*e  5) 
are  grouped  so  as  to  show  separately  the  expenses  pertaining 
to  different  functions  involved  in  production,  distribution, 
and  other  activities.     This  is  most  important.     Electric 
utilities  frequently  sell  energy,  or  transfer  it  to  a  co- 
ordinate department,  at  switchboard  costs,  plus  such  profit 
as  may  be  determined  upon,  which  is  considerably  less  than 
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the  cost,  after  distribution  expense  and  other  costs  incident 
to  delivery  and  collection  from  numerous  consumers  are  added* 

Some  companies  use  more  than  one  method  of  prodtiction, 
generating  some  current  hy  water  power  and  some  by  steam 
power,  and  they  may  also  purchase  part  of  the  energy  dis- 
tributed by  them.  In  such  cases  it  is  important  to  laiow 
the  cost  of  the  energy  derived  from  each  source.  Practi- 
cally the  same  problems  are  involved  in  the  gas  utility, 
where  different  methods  of  production  are  employed,  and  in 
water  utilities,  where  there  are  different  souj[»ces  of  power 
used  for  pumping  water. 

Qperatinp  Expenses  Classified  as  to  Operating  Functions.- 
The  operating-expense  accounts,  as  shown  in  Figure  5,  are 
classified  with  reference  to  the  more  important  operating 
and  administrative  functions,  as  follows: 


ELECTRIC 
Production  Expense  • 
Ste€Uft-power  generation, 
hydroelectric  generation- 
Gas-power  generation. 


GAS 

Production  Expense 
Coal  Gas  (l> 
Water  Gas  (1; 


WATER 
Production  Expense* 
Source  of  water-supply 

expense. 
Steam-power  pumping. 
Electric-power  pumping. 
Gas  or  oil  pov/er  pumping. 
Hydraulic-power  pumping. 
Purification. 


Transmission  Expense. 
Distribution  Expense. 


Transmission 

and 
Distribution  Expense. 


Transmission 

and 
Distribution  Expense, 


Utilisation  Expense.     Street-Lig;hting  Expense, 


Commercial  Expense. 


Commercial  Expense 


Commercial  Expense. 


New-Business  Expense.     Hew-Business  Expense.     New-Business  Expense. 

General  and  Miscellaneous  General  and  Miscellaneous  General  and  Miscellaneous 
Expenees.  Expenses.  Expenses. 

NOTE:  „        .   If  ,  ^^   n   J.  4 

fhe"claso  of  expense  included  under  "Utilization  in  the  electric- 

utility  accounts  is  included  in  Distribution  and  Street  Lighting 
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Expense  in  the  Gas  classification.  In  the  water-utility 
accounte  Inspecting  Cuetomsrs'  Installations,"  a  primary 
account  in  the  group  "Transmission  and  Dietribution,"  covers 
this  class  of  expense  so  far  as  found  in  water-utility  ac- 
counts .  ' 

All  of  the  gas-production  accounts  shoro  in  Pig,  5  relate  both 
to  coal  gas  and  water  gas,  -sxcept  the  follovdng,  which  are  re- 
stricted as  indicated t 


Accounts  relating  solely 
to  coal  gas  - 

Retort-house  labor. 

Fuel  under  retorts. 

Coal  carbonized. 

Coal-gas  enf-icher. 

Repairs  of  benches  and  retorts. 


Accounts  relating  solely 
to  water  gas  - 
Generator- house  labor. 
Generator  fUel. 
Water-gas  oil. 
Repairs  of  water-gas  sets, 


The  accounts  classified  as  "Operating  Expense"  accounts 
are  designed  to  secure  proper  accounting  for  all  Items  of 
operating  expense  and  to  develop  a  satisfactory  cost  system 
for  electric,  gas,  and  water  utilities. 

Production  Costs ^-  It  will  be  observed  that  provision 
Is  made  for  the  separate  determination  of  production  costs 
of  electric  energy  by  each  method  of  production— steam,  hy- 
draulic, and  gas.  The  gas-utility  accounts  are  so  construct 
ed  and  arranged  as  to  permit  the  determination  of  coat  of 
producing  gas  by  the  carbonization  of  coal  and  by  the  proc- 
esses used  in  "water  gas"  production.  In  the  water-utility 
accounts,  provision  is  made  for  showing  separately  the  cost 
of  pumping  water  by  steam  power,  electric  power,  gas  or  oil 
power,  and  hydraulic  power. 

In  each  class  of  utility  accounts,  further  subdivisions 
than  Indicated  in  Figure  5  are  made  whenever  a  company  oper- 
ates  two  or  more  generating  oi'  pumping  stations.  The  pro- 
duction accounts  in  such  cases  are  subdivided  so  as  to  show 
separately  the  cost  of  production  at  each  station. 
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In  the  water-utility-production  accounts  there  are,  of 
course,  no  manufacturing  processes  involved  in  the  "Production" 
group  of  accounts.  In  this  group,  however,  we  have  the  ac- 
counts covering  the  expense  relating  to  the  source  of  water 
supply*  There  is  also  included  in  the  water-utility  ac- 
counts a  separate  subdivision  for  pxirification  expense, 
which  includes  a  group  of  accounts  to  which  is  charged  the 
cost  of  purifying  water  by  various  processes  to  make  it 
suitable  for  consumption. 

The  relative  importance  of  this  operation,  because  of 
its  cost  and  the  varied  comlitions  under  which  it  is  per- 
formed. Justifies  a  distinct  group  of  accounts.  Similar 
accounts  are  not  required  in  the  electric-utility  business. 
In  the  gas-utility  accounts,  the  purification  process  is 
important,  but  from  the  standpoint  of  cost  they  are  rela- 
tively of  less  important  than  in  the  water  utility.  They 
are  included  in  the  gas  "production"  accoxmts  as  itemized 
in  Pig.  5, 

Transmission^  Storage,  and  Distribution.-  The  next  two 
groups  include  the  accounts  relating  to  the  transmission. 
storage,  and  distribution  of  electric  enex-gy,  gas,  and 
water,  and  generally  may  be  said  to  include  the  cost  of 
conveying  the  product,  including  storage  cost,  if  any, 
from  the  point  where  produced  to  the  point  of  delivery  to 
the  consumer.  The  point  of  delivery  is  usually  at  a  meter 
installed  for  measurement  of  the  energy  as  delivered  to 
the  consumer.  So  far  as  practicable,  a  distinction  is 
made  between  transmission  and  distribution  expense,  How- 
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ever,  the  characterifitics  of  plant  constraotion  and  operation 
often  make  it  impracticable  to  maintain  this  distinction^ 

In  general,  transmission  Is  what  might  be  called  ship- 
ment or  transmission  in  bulk  to  a  point  where  retail  dis- 
tribution to  the  various  constimers  begins •  Electric  energy- 
may  now  be  transmitted  hundreds  of  miles  over  high- voltage 
lines.  Gas  is  in  many  Instances  piped  considerable 
distances  to  supply  various  municipalities  from  a  single 
generating  plant.  There  has  not  been  so  much  tendency 
to  install  water  pipes  coxmecting  different  municipalities, 
altho  there  are  many  Instances  where  this  has  been  done. 
In  some  of  the  Western  states  water  is  carried  long  distances, 
either  by  pipe  or  open  waterway. 

Utilization  Expense »«»  "Utilization"  includes  the  ac- 
counts in  the  electric  classification  to  which  Is  charged 
the  expense  Incurred  in  assisting  the  consumer  In  keeping 
his  energy- constimlng  equipment  in  condition  for  rendering 
satisfactoiy  service.  This  also  includes  the  maintenance 
of  lamps  and  other  equipment  for  the  consumer's  use,  where 
the  company  undertakes  to  maintain  such  equipment  at  its 
own  expense.  In  the  gas  accounts,  expenses  of  this  charac- 
ter are  included  in  "distribution"  accounts,  except  expense 
relating  to  street  lighting,  which  is  included  in  separate 
accounts. 

Commercial  Expense  >-  "Comiitercial"  expense  includes  the 
accounts  to  which  is  charged  the  cost  of  ascertaining  and 
recording  on  the  books  of  the  company  the  sales  of  electric 
energy,  gas,  or  water;  also  the  cost  of  collecting  revenues. 
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keeping  record  of  contracte  with  customers,  and  all  other 
matters  directly  relating  to  the  accounting  for  revenues 
from  service, 

New  Business  Expense,  -  "Kew  Business"  Includes  those 
accounts  to  which  is  charged  the  cost  of  promoting  sales  of 
the  company »s  output  and  generally  developing  or  Increasing 
the  market  therefor.  The  new-business  accounts  in  the  water - 
utility  classification  as  compared  with  the  same  class  of 
accounts  in  the  other  utilities  are  relatively  unimportant. 
As  a  rule,  water  companies  do  not  expend  large  suras  for 
advertising  and  soliciting  for  the  purpose  of  gaining 
new  business,  except  possibly  In  the  development  period. 
There  is  not  much  competition  for  their  service  in  well- 
settled  communities,  except  in  the  case  of  railroads  and 
other  large  constuners,  who  frequently  provide  their  own 
water  supply. 

The  electric  light  and  power  business  competes  with 
other  methods  of  lighting,  such  as  gas,  gasoline,  and  oil, 
while  in  the  power  field  there  is  competition  with  steam 
power,  water  power,  and  gasoline  or  oil  power.  There  is 
also  a  field  for  extension  of  the  business  by  inducing  cus- 
tomers to  acquire  and  use  new  inventions  consuming  electric 
energy,  such  as  equipment  for  heating,  cooking,  washing, 
ironing,  motors  for  running  sewing  machines,  and  other  house- 
hold and  shop  appliances.   The  gas-utility  business  also  has 
a  field  of  development  similar  in  a  general  way  to  that 
referred  to  in  connection  with  electric  utilities. 
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General  and  Mlscellaneoufl  Expense.-  "General  and  Mis- 
cellaneous" Includes  those  accounts  to  which  are  charged 
the  items  of  operating  expense  not  assignable  to  any 
particular  one  of  the  foregoing  groups,  these  expense  items 
being  those  which  are  related  to  all  departmaits  of  the 
company's  business  or  assignable  to  two  or  more  functions, 

t 

Special  Features  Facilitating  Cost  Studies,-  So  far  as 
Is  practicable,  separate  primary  accounts  are  provided  for 
the  costs  of  labor  and  material.  The  advantages  of  this 
plan  are  apparent  when  It  Is  recalled  that  frequently 
changes  are  made  or  proposed  to  be  made  in  wage  schedules, 
and  that  there  are  also  frequent  changes  In  prices  of 
materials.  By  keeping  these  two  elements  of  cost  separate, 
the  effects  of  specific  Increases  in  commodity  prices  and 
wages  may  be  more  readily  determined. 

Another  Important  division  v/hlch  has  been  provided  for, 
so  far  as  is  practicable,  is  found  in  keeping  separate  the 
cost  of  running  the  plant  and  the  cost  of  maintaining  it. 
For  Instance,  in  the  electric-utility  group  of  operating- 
expense  accounts,  the  accounts  701  to  702.23  are  "Operation" 
accounts,  and  the  accounts  703  to  703.4  are  "Maintenance" 
accounts. 

The  "Maintenance"  accounts  are  also  constructed  to  cor- 
respond with  the  fixed-capital  accounts.  For  instance.  In 
the  electric-utility  classification,  account  812,  "Maintenance 
of  Substation  Equipment,"  covers  maintenance  of  property 
Included  in  fixed-capital,  account  328,  "Substation  Equipment." 
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This  arrangement  has  the  advantage  of  showing  the  cost  of 
maintaining  each  claas  of  equipment.  It  also  simplifies 
the  accounting  in  cases  of  reconstruction,  where  the  costs 
are  to  be  divided  between  fixed  capital  and  maintenance. 

In  the  gas-utility  accounts  the  revenues  from  sales  of 
by-products,  designated  as  "Residuals,"  such  as  coke,  tar 
ammonia,  etc.,  are  included  in  the  operating -expense  group 
as  a  credit  to  production  cost  -  (Account  713,  "Residuals 
Produced  -  Cr.").  This  treatment  of  residuals  is  very 
desirable  from  the  standpolM  of  production-cost  statistics 
As  many  companies  have  facilities  for  manufacturing  both 
coal  gas  and  water  gas,  the  value  of  residuals  is  a  factor 

* 

In  determining  xvhich  kind  of  gas  shall  be  made  or  the 

relative  amounts  of  each, 

Operating-Expennf.  Accounts  Adapted  to  Both  l^r^P  or.^ 

Small  Companies  .-  The  operating-expense  accounts,  approved 

by  the  National  Association  of  Railway  and  Utilities  Com- 
missioners, are  shown  in  Figure  5  in  parallel  columns  for 
electric,  gas,  and  water  utilities. 

For  the  purpose  of  these  classifications  electric,  gas, 
and  water  corporations  are  divided  Into  four  classes,  as  J 
follows : 

Class  A.     Corporations  having  average  annual  operating 
revonues  exceeding  $250,000.  wperauxng 

Class  B.     Corporations  having  a-rerage  annual  operatlne 
revenues  exceeding  $50,000,  but  not  over  $250,000, 

Class  C.     Corporations  having  airerage  annual  operatine 
revenues  exceeding  $10,000,  but  not  over  150,000. 

Class  D.     Corporations  having  average  annual  operatine 
revenues  not  exceeding  $10,000. 
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In  order  that  frequent  changes  may  be  avoided,  the  elass 
to  rtilch  an  electric,  gas,  or  water  corporation  Is  assigned 
may  be  detennlned  by  the  average  of  its  annual  revenues  for 
the  three  years  next  preceding  the  effective  date  of  this 
accounting  classification.  If  at  the  close  of  any  fiscal 
year  following,  the  average  of  its  annual  revenues  for  the 
three  next  preceding  years  Is  greater  than  the  maxiDium  for 
the  class  in  which  the  corporation  has  been  grouped,  it  shall 
automatically  be  grouped  with  the  higher  class  in  which  it 
falls  by  virtue  of  such  Increased  annual  revenues.  Corpo- 
rations engaged  in  new  enterprises,  the  annual  revenue  from 
which  is  not  known  in  advance,  shall  be  classed  in  accordance 
with  a  reasonable  estimate  of  their  prospective  revenue. 

The  classifioation  of  operating  expenses  (Figure  5), 
is  adapted  to  corporations  in  all  four  classes.  The  primary 
accounts  suitable  for  the  smaller  companies  are  expanded 
and  subdivided  to  meet  the  needs  of  each  class  of  larger 
utilities  in  which  greater  detail  is  required. 

In  Figure  5  the  letters  at  the  left  (A,  B,  C.  D,)  refer 
to  the  various  classes  of  utilities,  and  Indicate  the  accounts 
which  each  class  of  utility  is  required  to  keep.  For  example. 
Class  D  is  required  to  keep  all  accounts  opposite  iifeich  the 
letter  D  appears,  in  so  far  as  such  accounts  are  applicable 
to  its  business.  Account  701,  preceded  by  the  letters  D,  0, 
B,  indicates  that  Classes,  D,  C,  and  B  corporations  will 
keep  this  account,  whereas  Class  A  corporations  will  keep 
subaceounts  Indicated  by  701.1,  701.2,  701.3,  701.4,  and 
701.5. 
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Reader's  Test  of  Subject  Matter  In  Ch^ter  III 

The  following  questions  are  given  to  enable  the  reader 
to  check  himself  as  to  his  grasp  of  the  important  points 
discussed  under  the  subject,   "Income  and  Expense  Accounts." 

1«  What  is  the  nature  and  use  of  the  income  account? 

2*  Distinguish  between  operating  and  nonoperating  revenues? 

3*  Why  are  uncollectible  bills  and  taxes  stated  separately 

from  operating  expenses  in  the  income  account? 
4*  What  iteas  come  under  the  claesification  of  "Income  from  Non- 
Operating  Properties"? 
5*  What  is  meant  by  "Disposition  of  Net  Income**? 
6*  What  is  the  National  Coramissicners^  definition  of  operating 

expenses? 
7#  What  are  the  comparisons  and  differences  in  the  accounts  to 

be  kept  for  production  costs  in  electric,  gas,  and  water 

utilities? 
S«  What  constitutes  commercial  expense  and  also  nevf-business 

expense? 
9«  In  making  provision  for  the  depreciation  of  buildings,  plant, 

and  equipment,  which  expense  account  would  be  charged  and 

which  reserve  account  credited? 
10«To  which  account  would  the  cost  of  maintaining  boilers  and 

furnaces  and  their  foundatione  and  settings  be  charged  in  the 

case  of  an  electric  utility? 
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CHAPTER  IV 
CAPITAL  AM)  REVEmJE  EXPENDITURES 


The  essential  points  brought  out  In  this  section  are 
briefly  summarized  in  the  following: 

!•  Continuous  construction,  coupled  with  the  large 
investment  in  permanent  property,  gives  special 
importance  to  the  matter  of  distinguishing  be- 
tween capital  and  income  expenditures. 

2a  The  engineer  or  superintendent  regularly  engaged 
with  operating  duties  may  devote  considerable 
time  to  construction  work,  which  should  be  capi- 
talized in  accordance  with  the  conditions  in  each 
case« 

3«  The  capitalization  of  unproductive  property  is  justi- 
fied  in  public  utilities. 

4.  Rule  for  capitalizing  replacements. 

5.  Taxes  during  construction  may  be  capitalized. 

6.  Rule  is  established  with  reference  to  capitalizing 
improvements  on  leased  property. 

7.  The  accounting  miles  prescribed  treat  discount  on 
bonds  as  being  in  the  nature  of  interest  paid  in 
advance • 

8.  Projects  abandoned  should  receive  very  careful  con- 
sideration. 

9.  The  cost  of  obtaining  franchises  may  usually  be 
capitalized. 
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CAPITAL  AW   REVEIRJE  EXPENDITURES 

Consideration  of  Constmotion  and  Operation  Costs  Impor*- 
tant , -  There  are  certain  phases  of  the  accounting  for  expend- 
itures of  public  utilities  In  which  material  differences  are 
found  as  compared  with  other  forms  of  Industry.  A  manufac- 
turing, wholesale,  or  retail  enterprise  having  constructed  the 
necessary  plants  and  "buildings,  does  not  have  a  continuous 
construction  program,  as  does  the  public  utility  in  a  grow- 
ing comiminity.  In  such  industries,  the  inventory  problems 
are  very  important,  sometimes  quite  serious,  while  the  public 
utility  has  little  concern  over  inventories.  Its  investment 
is  principally  in  fixed  property,  which  can  be  used  only  in 
its  particular  business.  Its  sales  are  sales  of  service. 
Its  products  cannot  be  stored,  except  to  a  veiy  minor  extent. 
It  imist  stand  ready  to  meet  instantly  any  demand  that  may  be 
made  upon  it.  Its  plant  investment  must,  therefore,  at  all 
times  be  equal  to  the  greatest  demand  tliat  may  be  made  for 
its  service. 

The  increase  in  population  and  in  business  activities 
In  the  community  usually  require  constant  additions  to  the 
plant.  This  continuous  construction,  coupled  with  the  large 
investment  in  permanent  property,  gives  special  importance 
to  the  matter  of  distinguishing  between  capital  and  income 
expenditures,  or,  as  they  are  more  commonly  thought  of,  as 
constiniction  and  operating  costs. 

The  accoTinting  for  retirements  of  property  and  the  pro- 
visions to  be  made  therefor  is  another  feature  which  is  of 
special  importance  in  the  public-utility  business.  Its 
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Importance  is  also  largely  due  to  the  great  amount  of 
permanent  plant  required  by  a  utility.  Many  theories  have 
heen  advanced  in  respect  of  depreciation  and  retirements, 
and  it  is  one  of  the  most  discussed  questions  in  puhlic- 
utility  circles. 

When  schedules  of  utility  rates  for  service  are  put  into 
effect,  or  changes  in  some  3?ates  are  considered,  the  accounts 
and  statistical  records  must  be  relied  upon  for  information 
absolutely  essential  to  the  consideration  of  the  matter. 
There  must  be  determined,  aiflong  other  things,  the  total  cost 
of  service,  the  cost  of  each  class  of  service,  the  total 
revenues  required,  and  what  portion  should  be  secured  from 
each  class  of  service.  The  accountant  must  be  able  to  present 
to  the  utility  management  and  to  the  Commission  complete 
financial  statements,  authoritative  estimates,  and  such  other 
data  as  may  be  required. 

Importance  of  Separation  of  Capital  and  Revenue  Expend- 
itures,»  A  factor  which  contributes  to  make  the  distinction 
between  capital  and  revenue  expenditures  difficult,  is  that 
most  public-service  corporations  have  very  extensive  addi- 
tions to  plant  made  by  their  own  force  and  not  by  outside 
contractors.  The  work  is  done,  under  the  direction  of  their 
own  engineers,  by  their  own  workmen.  As  these  same  forces 
also  do  the  current  maintenance  work,  and  use  the  same  kinds 
of  materials  for  construction  as  for  maintenance  purposes, 
it  is  practically  impossible  to  determine  merely  from  the 
nature  of  the  labor  and  material  expenditures  whether  they 
are  capital  or  revenue  charges,  unless  the  accountant  in 
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charge  is  constantly  on  his  guard  to  see  tlmt  the  separation 
Is  properly  carried  out*     The  satisfactory  solution  of  the 
problem  lies  In  the  proper  system  of  cost  accounts  of  Its 
construction  work,  so  as  to  relate  the  expenditures  to  the 
thing  done  or  accomplished. 

As  related  to  public  utilities,  the  exercise  of  unusual 
care  In  the  separation  of  capital  and  revenue  expenditures 
Is  of  especial  importance,  for  various  reasons,  some  of  which 
are: 

1«  The  amount  of  the  permanent  investment  in  fixed  capital  is  large 
as  compared  with  the  total  imvestment,  and  therefore  errors  of  ac- 
ocunting  affecting  the  fixed-capital  accounts  become  very  serious* 

2«  Jfcich  of  the  material  purchased  may  be  used  for  either  construction 
or  maintenance* 

5*  A  considerable  part  of  the  work  in  connection  with  irtiich  mterials 
and  labor  are  used  involves  reconstruction  not  chargeable  to  fixed- 
capital  accounts,  as  well  as  betterments  and  additions  chargeable 
to  these  accounts* 

The  Importance  of  correct  accounting  as  between  capital 
expenditures  and  operating  expense  may  be  Illustrated  by  the 
following  incident,  which  was  recently  observed  in  connection 
with  a  rate-making  proceeding  before  a  state  commission: 

A  certain  company  doing  an  extensive  business  in  generating  and 
selling  electrical  energy,  made  an  application  to  the  commiBsion 
for  authority  to  increase  its  rates  for  service*     It  submitted 
statements  of  its  revenues,  expenses,  capital  account,  and 
information  on  other  pertinent  matters.     In  these  statements,  the 
company  had  understated  its  operating  expenses  by  over  ^100, 000, 
which  it  had  erroneously  charged  to  "construction."     Consequently, 
when  calculation  was  made  of  the  amount  of  gross  revenue  which 
would  be  required  to  pay  the  operating  expenses,  taxes,  etc., 
and  yield  a  fair  return  on  the  investment,  the  result  was  $100,000 
below  the  correct  amount.     The  result  of  this  accounting  was  that 
the  company  asked  for  rates  that  would  yield  $100,000  less  than  the 
amount  to  which  it  was  entitled. 

Had  an  accounting  error  of  this  amount  been  made  in  the  other  direc- 
tion, operating  expenses  would  have  been  overstated  by  $100,000.     The 
company  would  have  asked  for  unreasonably  high  rates ,  which,  if  grant- 
ed, would  have  been  unduly  advantageous  to  the  company  at  the  expense 
of  the  consumer* 
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The  actual  amount  measuring  the  injustice  that  would 
have  been  done  had  rates  been  based  on  a  showing  which  in- 
cluded either  one   of  the  above-mentioned  errors,  would  have 
been  somewhat  less  than  $100,000,  as  may  be  illustrated  as 
follows : 


Asstuoing  that  a  rate  of  return  of  seven  per  cent  per  annum 
be  allowed  on  the  investment,  the  amount  received  by  the 
company  for  |100,000  in  capital  account  for  one  year  would 
be  $7,000.     If,  on  the  other  hand,  the  $100,000  were  charged 
to  operating  expenses,  and  the  conrpany's  showing  for  operating 
expenses  was  accepted  by  the  commission,  and  rates  based  thereon, 
the  company  would  receive  $100,000  additional  income  in  lieu  of 
the  $7,000  that  it  would  have  received  if  the  $100,000  had  been 
charged  to  capital  account.     The  actual  difference,  resulting 
from  this  error,  in  the  company's  net  income  would,  therefore,  be 
$93,000  per  annum.     It  thus  appears  that  at  the  end  of  the  year 
after  the  fixing  of  rates  the  company  would  have  received  four- 
teen times  as  much  net  income  from  a  given  amount  included  in 
operating  expenses,  as  it  would  have  received  had  the  same  amount 
been  included  in  the  capital  account* 

Another  feature  of  the  incident   just  related  was  that  the  company 
could  not  issue  stock  or  bonds  to  cover  the  $100,000  expended, 
because  it  was  not  properly  chargeable  to  capital  account.     When 
at  a  later  date  application  was  made  to  the  commission  for  authority 
to  issue  securities,  this  cunount  could  not  be  allowed,  as  the  com- 
mission could  not,  under  the  law,  permit  capitalization  of  the  amount. 

Cost  of  Supervising  Additions  and  Betterments.  -  In  the 
original  construction  of  a  public-utility  plant,  all  expend- 
itures necessary  to  produce  a  complete  plant  ready  to  begin 
operations,   including  the  expenditures  for  franchise,   organ- 
ization, and  other  intangible  items,  are  proper  charges  to  the 
capital  account.     In  connection  with  addition  and  betterment 
work,  which  is  done  while  the  plant  is  in  operation,   a  question 

often  arises  as  to  what  costs  for  supervision  and  other  overhead 
expense  should  be  charged  to  capital  account •     For  instance, 

an  engineer  or  superintendent,  regularly  engaged  with  oper- 
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ating  datiea.  may  devote  a  oonaiderable  amount  of  time  to 
oonstruotion  work.  Usually  a  oonaervatiTe  polioy  will  dio- 
tate  that  the  oapital  aooount  be  oharged  and  the  operating 
aoooant  relieved  only  to  the  extent  of  the  cost  in  exoesa 
of  the  normal  operating  ooat  of  this  oharaoter.  Under  or- 
dinary conditions,  however,  there  should  not  be  oharged  to 
oapital  aoooant  auoh  an  amount  as  would  reduoe  the  operating 
cost  below  What  would  have  been  inoorred  if  oonstruotion  were 

not  in  progress. 

In  oaae  a  oompany'a  oonstruotion  work  is  of  a  continuing 
oharaoter.  nooessitating  a  larger  or  more  expensive  super- 
visory staff  than  would  be  necessary  to  conduct  operations 
alone,  a  reasonable  proportion  of  the  cost  of  such  supervision 
Should  be  charged  to  capital  account.  Of  course,  where  an 
officer  or  employe  devotes  all  of  his  time  to  construction 
^ork  not  involving  maintenance,  the  total  of  his  salary  and 
incidental  expense  is  chargeable  to  additions  and  betterments. 

ri|  lli.li-r—  --   TT.^...„.tlve  ProT^erty.-  Some  writers  on 
accounting  aud  economics  have  strongly  urged  that  property 
not  directly  contributing  to  earning  capacity  should  not  be 
oapitali.ed.  As  applied  to  a  public  utility  this  would 
inolade  the  expenditures  occasioned  by  public  requirements, 
such  as  expenditures  for  paving,  ornamental  installations. 
and  other  things  which  do  not  enhance  the  earning  power  of 
the  property.  It  is  contended  that  such  costs  should  be 
paid  from  appropriations  of  surplus,  because  the  plant  is 
worth  no  more  for  the  purpose  of  making  a  profit  than  it 
was  before.  There  is  force  to  this  argument,  and  in  some 
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industrial  situations,  and  possibly  also  in  rare  cases  in 
public-utility  accounting,  it  should  receive  favorable 
c ons ide r a t i on ♦ 

But  in  considering  this  question  in  connection  with  a 
public  utility,  it  is  veil  to  examine  somewhat  further  the 
status  of  the  public -utility  business  and  the  aspects  of  the 
ease  as  affected  by  the  public  interests*  There  are  two 
principal  sources  from  lAiich  the  company  can  obtain  funds • 
The  first  is  thru  the  issue  of  securities,  and  the  second, 
thru  its  own  earnings •  In  any  ordinary  live  community  the 
utility  is  constantly  growing,  and  therefore  is  constantly 
in  need  of  additional  funds  for  extension  and  improvements. 
For  the  most  part,  the  money  for  these  purposes  must  be 
obtained  from  new  investors,  or  as  additional  investment 
from  present  investors*  In  neither  case  will  moneys  be 
forthcoming  unless  the  outlook  for  earnings  is  reasonably 
good#  It  is  necessary,  therefore,  that  the  ccanpany  have 
earnizigs  sufficient  to  meet  its  interest  and  dividend 
obligations*  If,  in  addition  thereto,  earnings  must  pro- 
vide further  sums  to  pay  the  entire  cost  of  improvements, 
which  the  public  may  demand,  tlie  rates  to  consumers  must  be 
raised  accordingly.  Thus  there  may  be  placed  a  very  heavy 
burden  upon  the  consumers  of  one  period  in  order  to  provide 
betterments  which  will:  be  of  permanent  value,  and  of  as 
much  advantage  to  the  oonsumera  of  a  remote  future  period 
as  to  those  of  the  present.  It  therefore  appears  that  a 
more  Just  distribution  of  such  expendlttsres  is  obtained  by 
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capitalizing  It,  thereby  dlstrllmtlng  the  cost  more  equi- 
tably among  all  the  consioaers,  present  and  futiire. 

It  is  well  to  bear  In  mind  In  this  connection  that^  unlike 
an  Industrial  enterprise  whose  fortunes  are  dependent  on 
various  trade  developments,  which  may  result  in  a  liquidation 
of  the  business,  a  public  utility  is  Inlierently  of  a  permanent 
character*  This  permits  the  distribution  of  costs  to  more 
remote  periods,  where  such  distribution  is  preferable  for  cost 
purposes,  or  from  a  public-policy  viewpoint,  which  is  here 
Involved* 

A  business  less  permanent  in  character,  in  order  to 
safeguard  its  capital  investment,  must  provide  against  severe 
business  reverses  by  building  up, out  of  Its  earnings  substan- 
tial reserves,  or  by  writing  off  its  assets  to  the  amount  real- 
izable on  liquidation.  Tills  will  often  justify  the  charging 
of  certain  items  of  expenditure  to  surplus,  rather  than  cap- 
italizing it  for  gradual  distribution  over  a  period  of  years. 

Accounting  for  Additions  and  Betterments. -  The  dif f 1- 
eultles  in  connection  with  accounting  as  between  capital  ac- 
counts and  operating  expense  naturally  occur  in  conjiection 
with  additions  and  betterments  made  during  the  progress  of 
operations.  In  connection  with  additions  of  definite  units 
not  involving  the  retirement  of  any  property,  the  principal 
accounting  requirements  are  accuracy  in  charging  materials 
used  to  specific  additions  and  in  properly  accounting  for 
the  time  of  the  supervisoiT"  staff  and  of  laborers. 

The  accounting  in  connection  with  betterments,  however, 
often  Involves  the  retlreDient  of  certain  property  and  its 
replacement  by  other  property.  If  the  accounts  are  kept  In 
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such  maimer  as  will  show  the  cost  of  all  units  of  property, 
so  that  the  amount  to  be  eliminated  from  the  fixed- capital 
accounts  upon  retirement  of  each  Item  of  property  may  be 
determined,  the  accounting  for  retirements  and  the  proper 
adjustment  of  the  capital  accounts  should  not  present  seri- 
r>us  difficulties.     This  Is  particularly  true  when  the  items 
can  be  readily  individualized;  as  for  Instance,  the  retire- 
ment of  a  boiler,   or  of  an  entire  plant. 

The  amount  to  be  charged  to  capital  account  in  case  of 
a  direct  replacement  of  an  entire  plant,   or  of  a  particular 
unit,    is  the   cost   (including  cost  of  installation)   of  the 
unit  taking  the  place  of  the  one  retired,  the  cost  of  the 
retired  unit  being  deducted  from  the  capital  accoimt. 

Rule  for  Capitalizing  Replacements.-  While  occasionally 
an  entire  plant  is  retired  and  replaced,   it  is  ustial  for  re- 
tirements to  be  made  gradually,  the  retirement  oc curing  in 
the  process  of  reconstructing,   extending,   enlarging,  re- 
arranging,  or  otherwise  altering  the  central  plant  or 
distribution  system.     The  rule  applicable  to  such  situations 
is   stated  in  the  general  instructions  pertaining  to  fixed- 
capital  accounts  in  the  National  Association  Classification 
of  accounts,  as  follows: 

"When  any  replacement  takes  the  form  of  reconstructing 
or  concerting  existing  property  in  such  a  way  that  the 
cost  of  the  entire  project  cannot  be  accurately  assigned 
as  between  the  cost  of  putting  in  the  new  property  and 
the  cost  of  taking  out  the  old,  no  greater  proportion  of 
the  cost  of  the  project  shall  be  charged  to  fixed-capi- 
tal accounts  than  would  equal  the  cost  of  new  plant  or 
equipment  having  equivalent  capacity  and  expectation  of 
serviceable  life.     Such  part  of  the  cost  of  a  reconstruc- 
tion project  as  is  not  chargeable  to  fixed  capital  shall 
be  considered  a  retirement  loss  and  charged  to  the  ''Re- 
tirement Reserve"  or  to  ** Property  Abandoned,"  as  already 
provided •" 
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If  the  principles  embo^lled  In  this  rule  are  applied 
with  proper  consideration  of  all  elrctmstances  In  each  case, 
the  result  should  be  a  reasonably  correct  division  between 
capital  accounts  and  expense* 

Taxes  During  Construction^-  Taxes  accruing  against  public- 
utility  property  during  the  construction  period  should  be 
capitalized*  The  question  of  a  proper  division  of  taxes  as 
between  the  construction  and  the  operating  periods  usually 
Involves  no  difficulty,  as  the  basis  of  the  charge  to 
construction  account  should  be  determined  by  the  time 
elapsed  before  the  completion  of  constructlonj  compared  with 
the  total  period  to  which  the  taxes  apply* 

Salvage  from  Construction  Equipment^  Tools  and.  Materials^- 
nien  the  cost  of  constxnictlon  equipment,  tools,  or  materials 
and  supplies  has  been  charged  to  the  fixed-capital  accounts 
and  the  entire  value  thereof  has  not  been  consumed  upon 
completion  of  the  work,  the  residual  value  of  such  equipment, 
tools,  or  materials  and  supplies  should  be  credited  to  the 
accounts  to  which  originally  charged,  and  concurrently 
charged  to  mater ials-and- supplies  account  or  other  appropriate 
accounts* 

Improvements  on  Leased  Property^-  The  question  as  to  what 
constitutes  a  proper  charge  to  capital  accounts  may  sometimes 
be  raised  in  connection  with  lmi)rovements  made  on  property 
held  under  lease*  The  rule  usually  applied  is  that,  if 
substantially  the  full  benefit  of  such  improvements  will  be 
obtained  before  the  expiration  of  the  lease,  the  cost  there- 
of may  be  charged  to  the  capital  account,  and  depreciation 
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and  retirements  of  such  proTpertj   treated  In  the  same  manner 
as  on  property  owned.  However,  in  case  the  full  benefit 
will  not  be  obtained  by  the  lessee  beoause  of  reversion  to 
the  lessor  at  the  expiration  of  the  lease,  the  cost  of 
improvements  should  be  charged  to  a  suspense  accaont,  and 
cleared  by  uniform  charges  to  rent-deduction  aoccmnts  within 
the  period  of  the  lease. 

While  this  rule  is  in  acco3»d  with  sound  accounting  prin- 
ciples, and  should  usually  control,  situations  arise  in  which 
the  rule  must  be  applied  with  due  regard  to  the  existing  clr- 
cumstances.  There  may  arise  situations  in  *.lch  capital  ac- 
coiints  are  benefited  thru  expenditures  of  this  kind,  and  if 
they  result  in  lessening  the  cost  of  performing  work  charge- 
able to  capital  accounts,  proper  consideration  should  be 
given  to  the  extent  of  such  benefits, 

Expendittires  made  by  lessee  for  which  the  lessor  is  re- 
quired to  reimburse  the  lessee  prior  to  the  expiration  of 
the  lease  should  not  be  included  in  the  fixed-capital  ac- 
counts of  lessee. 

Discount  on  Bonds  Chargeable  to  Capital  Account.  -  With 
few  exceptions,  the  accounting  rules  prescribed  by  regulatory 
commissions  treat  discount  on  bonds  and  other  forms  of  indebt- 
edness as  being  in  the  nature  of  interest  paid  in  advance. 
It  is  provided  that  the  amount  of  the  discount  shall,  at  the 
time  of  the  issue  of  bonds,  be  included  in  a  balance-sheet 
suspense  account  and  amortized  by  periodic  charges  to  the  in- 
come account.  In  this  way  the  income  account  will  reflect, 
for  each  period  during  the  life  of  the  bonds,  the  amoimt  of 
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discount  applicable  to  the  period*  The  rules  contained  In 
the  classifications  of  both  the  National  Association  of 
Railway  and  Utilities  Conimln  si  oners  and  the  Interstate 
Commerce  Commission,  provide  for  the  amortization  of  dis- 
cotmts  as  above  outlined* 

Aside  from  the  matter  of  obtaining  a  distribution  of  the 
discount  to  various  accounting  periods,  there  are  objections 
to  Including  the  entire  amount  of  discount  in  the  capital 
accounts,  as  was  formerly  the  practice*  One  of  these  objections 
Is  that  as  bonds  are  issued  for  a  limited  period,  other  bonds 
are  later  Issued  to  redeem  the  first  issue  and  are  liable  to 
be  sold  at  a  discount*  If  the  discount  on  both  Issues  were 
permitted  to  be  capitalized,  it  would  eventually  result  In 
building  up  quite  a  substantial  sum  in  the  plant  account  for 
which  no  property  was  in  existence*  Another  objection  arises 
from  the  fact  that  the  amount  of  the  discount  depends  largely 
on  the  rate  of  interest  irtiich  the  bonds  bear,  and  by  raising 
or  lowering  the  rate  of  Interest  the  discount  is  automatical- 
ly controlled*  This  makes  it  evident  that  the  discount  is 
a  financial  expense*  For  Instance,  a  company  mlglit  issue  a 
4  per  cent  bond  at  a  discouint  of  20  per  cent,  while  a  5  per 
cent,  6  per  cent,  or  7  per  cent  bond  could  be  sold  at  par  or 
more.  The  amoimt,  therefore,  that  would  be  charged  to  capital 
account  in  respect  of  discounts  would  be  determined  merely 
by  regulating  the  rates  of  Interest  on  the  bonds* 

Prelects  Abandoned^-  Construction  projects  which  are 
undertaken  and  abandoned,  and  also  preliminary  surveys  made 
In  connection  with  projects  which  are  not  completed,  should 
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receive  very  careful  consideration.  The  accoxintlng  rule  pro- 
vided in  the  Interstate  Commerce  Commission  classifications 
is  that  in  such  cases  the  amount  expended  shall  not  be  charged 
to  the  capital  accounts,  but  shall  be  charged  to  profit  and 
loss,  or  the  surplus  account.  The   National  Commissioners' 
c3-assification  provides  tlxat  such  expenditures  shall  be 
carried  in  miscellaneous  Deferred  Debits  account  until  proper 
disposition  can  be  made;  that  if  the  projects  are  abandoned, 
the  cost  of  the  preliminary  investigation  shall  be  "charged  to 
the  appropriate  operating  expense  or  other  account  ."  Fixed 
rules  should  not  be  arbitrarily  applied,  however,  but  should 
be  used  with  reason  and  due  consideration  to  the  circumstances 
existing  in  particular  cases. 

Capitalization  of  Limited-Period  Franchises  and  Rii^hts.- 
It  is  generally  recognized  that  the  actual  cost  of  obtaining 
franchises  may  properly  be  capitalized,  notwithstanding  the 
fact  that  the  majority  of  franchises  are  for  a  limited  period. 
The  rule  prescribed  by  most  of  the  state  commissions  and  also 
by  the  Interstate  Commerce  ComrRlssion  provides  that  property 
having  an  expected  life  in  service  of  more  than  one  year  may 
be  included  in  the  fixed-capital  account.  This  applies  to 
such  intangible  items  as  franchises  and  rights,  as  well  as 
physical  property.  It  is  ver"/  important,  however,  that  the 
cost  of  limited-term  franchises,  and  all  other  rights  and 

leaseholds  of  limited  teinns  t,hn,-,i^   v«     ^^   ,  . 

terms,  should  be  amortized  before  the 

date  of  their  expiration.  The  cost  of  franchises  is  likely 
to  receive  careful  scrutiny  by  commissions,  and  under  soma 
conditions  capitalization  may  not  be  permitted. 
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Reader's  Teat  of  Subject  Matter  In  Ghaptar  IV 
The  following  questions  are  given  to  enable  the  reader 
to  check  himself  as  to  his  grasp  of  the  important  points 
discussed  under  the  subject  "Capital  and  Revenue  Expenditures •" 

1«  state  at  least  fear  reasons  why  it  is  important  to  xnake  a 
oarefkil  separation  of  capital  and  revenue  expenditures* 

Zm   The  serrices  of  engineers^  draftsmen^  and  superintendents  are 
regalarly  employed  on  the  o;perations  of  a  certain  utility. 
Venv  construction  is  planned »  and  a  part  of  such  time  is  devoted 
to  the  preliminary  construction  work*  Hoir  would  you  distribute 
the  oestf  and  which  account  in  Figure  2  would  you  use  for 
charging  such  items? 

8*  Expenditures  for  paring,  ground  improvements,  etc*,  do  not  en- 
hance the  earning  power  of  property*  What  should  be  the  pro- 
cedure in  regard  to  such  eoists? 

4*  A  turbo-generator  unit  which  cost  $20,000,  for  which  a  retire- 
ment reserve  of  |12,000  has  been  provided,  is  being  replaced 
by  a  new  unit,  having  the  aims   capacity,  which  now  costs  $30,000* 
Outline  the  accounting  procedure  for  this  transaction* 

5*  What  is  the  rule  of  the  National  Association  of  Commissioners  with 
reference  to  capitalising  replacements? 

6*  If  there  are  any  tools,  equipment,  or  materials  which  can  be 

salvaged  from  a  construction  job,  what  procedure  would  jaa  follow? 

?•  Suppose  that  a  certain  utility  made  improvements  costing  #25,000 
on  property  which  has  been  leased  and  the  lease  has  still  a  life 
of  20  years*  Bow  would  you  handle  the  cost  of  improvements? 

8«  If  a  bond  issue  of  #500,000  is  sold  for  #490,000,  and  the  proceeds 
are  used  for  the  construction  of  an  addition  to  the  gas  plant,  what 
would  you  do  with  the  disooflint  of  #10,000  which  the  company  suffered 
to  market  the  bonds? 

9*  If  a  piece  of  construction  work  which  cost  to  date  #100,000  is  to 
be  abandoned  and  never  completed,  to  what  account  would  you  charge 
this  cost? 
10*  What  is  the  rule  of  the  Interstate  Commerce  Commission  with  reference 
to  capitalising  limited  period  franchises  and  rights? 
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PHAPTER  V 
DEPRECIATION  AND  THE  RETIREMENT  OF  PROPERTY 


The  essential  points  brought  out  in  this  section  are 
briefly  summarized  in  the  following: 

!•     Depreciation  is  not  to  loe  confused  with  shrinkage  in  Talue 
resulting  from  ohuiging  commodity  price  levels* 

2«     Two  views  of  depreciation  are  discussed: 

(a)  Depreciation  as  Iosjs  of  capital  values. 

(b)  Depreciation  as  am  operating  charge  against  income* 
3«     Depreciation  cheurges  as  advance  payment  on  i^aintencuice 

costs* 
4*     Two  opposing  conceptions  of  depreciation  are  discussed: 

(a)  Depreciation  related  to  efficiency  of  operation • 

(b)  Depreciation  related  to  investment  values. 

5*  Three  methods  of  comput:Lng  depreciation  aire  explained 
and  importfuit  principles  discussedt 

(a)  Straight-line  method* 

(b)  Sinlcing-fiind  method. 

(c)  Retirement-loss-equalization  method. 

6*  National  Association  of  Commissioners*  Classification 
of  Accounts  is  explained  with  reference  to  retirement 
expense  and  retirement  reserve. 

7*  Proper ty-abondoned  account  relates  to  t?ie  accounting 
for  losses  not  emticipa^bed  by  a  provision  in  retirement 
re servo* 
8*  The  extent  to  which  retirement  losses  should  be  antici- 
pated is  discussed* 
9*  Depreciation  of  propertjr  results  from  various  causes, 
the  effect  of  which  cannot  be  foretold • 

10*  Court  decisions  are  quoted  regarding  depreciation  or 
retirement  losses. 

11*  Opinions  of  utility  operators  and  regulatory  commissions 
regarding  the  treatment  of  retireiaent  losses  are  stated* 

12*  The  errior  of  using  two  or  more  methods  of  compating  de- 
preciation for  a  given  property  is  discussed* 

13*  Decisions  of  several  state  commissions  are  quoted  and 
explained. 

14*  To  provide  the  amount  of  income  necessary  for  the  upkeep 
of  property*  regulatory  commissions  frequently  determine 
the  combined  maintenance  and  retirement  expense  without 
naming  specific  percentages  for  depreciation  charges, 

15*  Some  characteristics  of  the  public-utility  business  which 
affect  the  provision  for  depreciation  are  discussed* 

16*  Summary  of  discussion  of  depreciation  and  the  retirement 
of  property* 


DEPRECIATION  CONTRASTED  WITH  DECLINE  IN  MARKET  VALUES 
In  the  literature  relating  to  public  utilities,  the  word 
"depreciation"  probably  has  been  used  to  express  a  greater 
variety  of  ideas,  conceptions,  and  theories,  associated 
with  characteristics,  conditions,  and  economic  considerations 
affecting  public-utility  property,  than  has  any  other  word 
In  our  vocabulary •  However,  it  should  be  observed  that, 
notwithstanding  the  numerous  meanings  associated  with  the 
word,  it  is  employed  in  a  somewhat  restricted  sense  when 
used  in  connection  with  public -utility  property*  As  here 
used,  it  does  not  represent  a  depreciation  or  slirinkage  in 
value  which  results  from  changes  in  commodity  price  levels* 

A  single  piece  of  equipment  might  be  purchased  to-day  for 
less  than  was  paid  for  a  similar  unit  now  forming  a  part  of 
an  operating  plant,  but  the  difference  between  the  price 
paid  for  the  unit  and  that  for  which  it  could  now  be  re- 
placed is  not  "depreciation"  in  the  sense  in  which  common- 
ly used*  The  difference  between  the  cost  of  such  unit  when 
acquired  and  its  present  value,  without  consideration  of  any 
changes  in  price  levels,  is  designated  "depreciation*" 

Relation  of  Depreciation  to  Capital  and  Income^ «-  Two 
phases  of  so-called  "depreciation,"  between  which  there  is 
a  fundamental  difference  and  at  the  same  time  a  very  close 
interrelationship,  are  (1)  depreciation  in  the  sense  of  loss 
of  capital  value,  and  (2)  depreciation  as  an  operating  charge 
against  income*  These  may  be  somewhat  more  fully  stated 
as  follows: 
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1. 


2. 


Loas  of  capital  yalue8#-  A  lessening  of  value  or  worth  of  prop- 
erty  resulting  froia  physical  deterioration  or  loss  of  actual 
or  potential  service  value  or  usefulness •     Such  loss  inay  re- 
sult f^om  (a;  wear  and  tear  or  use*     (b;  action  of  the  elements , 
(c;  supersession  thru  improved  types  of  devices  (obsolescence;* 
(d;  insufficient  capacity  to  meet  increased  demands  for  service 
( inadequacy; J  and  (e>  public  requirements  necessitating  the  dis- 
carding of  propesrty  before  exhausted  in  order  to  satisfy  a  de« 
nand  for  the  installation  of  what  is  considered  by  the  public 
as  improved  «  perhaps  neifer  or  more  ornamental  «  facilities* 

Charges  against  inooae^-  The  word  ^'depreciation*'  has  also  been 
very  widely  used  in  connection  with  provisions  made  out  of  in- 
come for  the  writing  off  or  amortization  of  property  when  its 
useful  life  ceases f  such  provision  being  more  commonly  made 
before  the  retirement  of  property*  tho  advance  provision  is  not 
always  desirable,  practicable*  or  necessary*     The  amounts  set 
aside  out  of  income  and  reserved  to  apply  on  the  purchase  of 
replacements  when  the  retirement  of  various  units  of  plant  and 
equipDMnt  becomes  necessary*  have  commonly  been  designated  as 
"depreciation**     The  charge  against  income  is  usually  included 
in  a  ipecific  account  in  the  group  of  operating-expense  accounts* 
this  specific  account  being  designated  "depreciation  charge*" 
"depreciation  allowance*"   ^allowance  for  accmxing  depreciation*" 
or  simply  "depreciation*"     Conourrently  with  the  making  of  such 
cheurge  a  like  aaount  is  credited  to  a  balance-sheet  account  fre- 
quently designated  as  "depreciation  reserve*"  "reserve  for  accrued 
depreciation*"  or  some  siodlar  name*     If  the  amount  represented 
by  such  charges  is  segregated  tram,  the  company's  general  cash  and 
kept  in  a  special  ftuid*  each  fund  has  been  designated  "depreciation 
fund"  or  some  similar 


Hany  features  of  the  aliove  outline  will  be  more  fully 
defined  and  analyssed,  but  It  Is  Important  that*  as  we  proceed^ 
the  distinctions  here  Indicated  he  clearly  home  in  mlnd»     So 
abundant  and  varied  have  l)een  the  ideas  advanced  as  to  various 
aspects  of  each  of  these  two  general  divisions  of  the  subject, 
and  so  fraqtiently  has  lack  of  understanding  been  manifest  as 
to  the  relationship  existing  between  depreciation  as  related 
to  property  values  and  as  related  to  Income  *  that  quite  con- 
fusing statements  are  encountered  even  in  important  court  de- 
cisions* 
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Retirement  Expense  Substituted  for  Tenn  "Depreciatlena»"  - 
There  are  laany  intricate  problems  connected  with  the  whole 
subject,  but  undoubtedly  mutch  confusion  has  resulted  from 
the  use  of  the  word  "depreciation"  without  adequate  qualif- 
icatlon#  An  effort  has  recently  been  made  to  clarify  the 
situation  by  eliminating  "depreciation"  from  public -utility 
accounting  terminology  and  substituting  the  term  "retirement 
expense"  to  represent  the  charge  to  operation,  and  the  term 
"retirement  reserve"  to  represent  the  reserve  created.  These 
terms  ai'e  employed  in  the  classification  of  accounts  for  elec- 
tric, gas,  and  water  utilities  recommended  by  the  National 
Association  of  Railway  and  Utilities  Commissioners,  the  word 
depreciation  being  nowhere  used  in  these  classifications. 
The  adoption  of  these  terms  should  be  helpful  in  avoiding 
some  of  the  confusion  resulting  from  the  use  of  "depreciation" 
in  so  many  relations,  however,  as  "depreciation,"  with  or  with- 
out qualifying  adjectives,  is  used  in  court  and  commission  de- 
cisions and  discussions  to  which  references  will  be  made,  the 
term  will  be  used  frequently  in  this  treatise.  TWhere  used, 
except  in  quotations,  it  will  be  with  the  same  meaning  as 
"retirement  expense"  when  referring  to  a  charge  against  in- 
come and  with  the  same  meaning  as  "retirement  expense"  when 
referring  to  the  reserve. 

Some  observations  are  pertinenb  at  this  point  as  to  the 
procedure  followed  with  reference  to  charges  made  to  income 
thru  operating  expenses  for  depreciation  or  retirement  ex- 
pense, and  as  to  certain  general  considerations  affecting 
the  relationship  existing  between  such  charges  and  other 
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charges  made  for  the  upkeep  of  property,  commonly  referred 
to  as  "maintenance •*• 

Depreciation  Charges  as  Advance  Payment  on  Maintenance 
^o^ta.   -  The  cost  of  maintenance  or  upkeep  of  the  property. 
In  order  to  keep  it  In  condition  to  render  efficient  service, 
is  a  proper  charge  to  income,  the  charge  usually  being  made 
by  including  it  as  a  part  of  the  operating  expense •  Such  cost 
may  be  divided  in  a  general  way  into  two  classes,  one  of  which 
is  designated  "repairs"  or  "m^iintenance,"  sometimes  referred 
to  as  "current  maintenance,"  and  the  other  as  "retirement 
expense,"  or  so-called  "depreciation"  charges.  There  is  no 
fundamental  difference  between  these  two  classes  of  expense, 
the  distinction  being  made  as  a  convenience  for  accounting 
purposes. 

One  writer  has  stated  thait  the  difference  between  "repairs" 
and  "depreciation"  is  that  repairs  are  items  that  are  chargeable 
against  the  income  of  the  year  in  which  the  repairs  are  made, 
while  depreciation  is  a  charge  against  the  income  of  several 
years.  That  this  is  not  a  practical  distinction  in  public- 
utility  accounting  will  be  realized  when  it  is  recalled  that 
a  large  amount  of  "repairs"  actually  represents  the  replace- 
ments of  parts  whose  exhaustion  cannot  be  said  to  result  from 
service  in  any  one  year.  For  instance,  replacements  of  cross- 
arms  on  pole  lines  and  of  railroad  ties  are  generally  charged 
as  repairs  during  the  year  in  which  replaced,  altho  the  wear 
and  decay  that  made  the  repairs  necessary  extended  over  several 
years.  If  renewals  and  replacements  of  all  classes  of  property 
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occurred  with  regularity,  so  that  the  charges  therefor  would 
not  fluctTJate  greatly  from  year  to  year,  there  would  be 
little  occasion  for  the  distinction  between  "current 
maintenance"  and  "depreciation"  or  "retirement  expense." 
But  some  items  of  equipment  must  be  replaced  in  a  relative- 
ly short  time  after  being  placed  in  service,  idiile  others, 
such  as  buildings,  may  remain  in  service  for  a  long  period 
of  years.  The  uailts  of  property  having  a  long  life  are, 
to  a  large  extent,  units  of  meh   size  that  quite  large 
expenditures  are  involved.  Consequently,  if  no  provisions 
were  made  for  equalizing  the  cost  resulting  from  their 
exhaustion  in  service,  the  operating  expenses  would  be 
abnormally  high  in  years  during  which  it  became  necessary 
to  replace  a  number  of  the  larger  units  and  would  be  low  in 
years  during  which  but  few  major  replacements  are  made. 

In  recognition  of  the  desli-ability  of  equalizing  such  ex- 
penditures so  as  to  prevent  wide  fluctuations  in  the  operating 
expenses,  and,  further,  to  guard  against  impairment  of  the  In- 
vestment and  to  prevent  interference  with  service  to  the  public 
thru  inability  to  make  proper  renewals,  it  has  become  a  fairly 
general  practice  to  make  financial  provision  for  the  retirement 
of  the  major  units  of  property  prior  to  the  date  of  retirement. 

This  provision  is  made  by  means  of  annual  charges  to  in- 
come, 80  far  as  practicable,  during  the  years  in  which  the 
property  is  rendering  service.  In  some  cases,  as  we  shall 
hereafter  see,  the  charges  to  expenses  are  made  after  the 
property  goes  out  of  service,  but  such  cases  are  more  likely 
to  occur  where  property  is  retired  before  the  expiration  of 
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Its  normal  life  becatise  of  a  casualty  or  In  order  to  replace 
it  with  some  new  and  superior  type*  Rapidly  developing  de- 
mands for  increased  service  in  the  community  reqaire  the 
retirement  of  facilities  hecause  of  their  inadequacy* 

Lest  misunderstanding  should  result  from  the  phrase 
"provision  for  replacement  and  renewals"  and  "provision  for 
retirement  losses"  as  used  in  various  places  in  the  dis- 
cussion of  this  subject,  it  should  be  borne  in  miiid  that 
there  is  general  agreement  ,>  even   among  those  advocating 
different  theories  and  methods  as  to  these  matters,  that 
the  original  cost  of  all  retired  property  should  be  de- 
ducted from  the  fixed-capital  accounts,  and  its  cost,  after 
allowing  for  salvage,  cost  of  removal,  etc*,  charged  against 
the  depreciation  reserve  or  retirement  reserve,  whichever 

name  is  used* 

Altho  the  reserve  indicates  the  provision  made  for  re- 
placements, the  cost  of  the  replacements  is  not  charged  against 
the  reserve.  Its  purpose  is  to  show  the  amount  of  money  re- 
served from  earnings  to  provide  for  the  acquisition  of  new 
property,  which  amount  theoretically  should  be  the  same 
number  of  dollars  as  the  cost  of  property  retired  (less 
salvage).  In  other  words,  the  amount  of  money  available  to 
purchase  new  property  to  replace  the  old  should  be  the  amount 
which  the  reserve  Indicates  has  been  set  aside,  plus  cash 
received  from  the  salvage  of  the  property  retired*  In  theory, 
the  STJm  of  these  should  equal  the  Investment  In  or  cost  of 
the  old  property.  Any  excess  cost  of  the  new  property  over 
the  cost  of  retired  units  Is  charged  to  fixed-capital  ac- 
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counts,  the  money  necessary  to  cover  such  excess  "being 
provided  from  sources  not  related  to  the  depreciation  reserves. 

Purpose  of  Depreciation  or  Retirement -Expense  Charges^'- 
In  the  constantly  recurring  discussions  concerning  the  val- 
uation and  revaluation  of  public  utilities,  and  other  fac- 
tors relating  to  rate  making,  there  is  often  an  evident  con- 
fusion as  to  the  relationship  existing  between  depreciation 
as  related  to  valuation,  or  loss  of  value,  and  depreciation 
as  related  to  the  operating  expenses  and  income  account. 
This  relationship  will  be  taken  up  in  a  later  disciisslon. 
At  this  point,  however,  it  may  be  observed  that  the  failure 
to  recognize  the  relationship  between  these  aspects  of  the 
subject  is  probably  largely  responsible  for  considerable 
argument  that  has  arisen  as  to  the  purpose  of  depreciation" 
or  "retirement  expense"  charges  against  income*  Two  seem- 
ingly contradictory  propositions  are  advanced,  which  may 
be  stated  as  follows: 

Im  Depreciation  reserves  are  provided  solely  for  the  purpose 
of  maintaining  productive  capacity  and  operating  efficiency, 
and  not  for  the  purpose  of  maintaining  values  in  a  property. 

Zm  Depreciation  reserves  are  provided  for  the  purpose  of  main- 
taining values,  and  not  foj*  the  purpose  of  maintaining  pro- 
ductive capacity  or  operating  efficiency. 

We  shall  examine  these  two  conflicting  statements  of  pur- 
pose in  order  that  we  may  observe  in  what  way  and  to  what  ex- 
tent they  lead  to  different  results  with  reference  to  the  val- 
uation of  property  and  its  revenue  requirements* 

Depreciation  as  Related  to  Efficiency  of  Operatlon#- 
Reflecting  the  view  that  the  fundamental  purpose  of  a  deprecia- 
tion reserve  is  to  maintain  capacity  for  production  aiid  effi- 
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clency  of  operation  are  expressions  of  the  National  Electric 
Light  Association,   the  American  Gas  Association,   and  the 
State  Railway  Commission  of  Nebraska, 

The   standard  classification  of  accounts  adopted  by  the 
accounting  section  of  the  National  Electric  Light  Association, 
in  1914,   contains  the  following: 

"The  words  'Depreciation*   ani  'Amortization*    should  not  bo 
used  in  connection  with  the  accounting  systems  of  public 
utilities.     Depreciation  means  to  lessen  the  price  of, 
lower  the  rate  of,  to  sink  in  estimation,  fall  in  price  or 
value,  become  of  less  worth. 

"Amortization  means  to  wipe  <5ut,  to  extinguish.     No 
company  desires  to  wipe  out  or  extinguish  its  property. 
On  t>ie  contrary,  its  sole  aiia  is  to  maintain  the  pro- 
ductive and  operating  efficiency  of  its  property  at  its 
maximum  by  renewing  parts  displaced  for  any  cause." 

A  uniform  system  of  accounts  for  gas  utilities  recom- 
mended by  the  Accounting  Committee  of  the  American  Gas  Asso- 
ciation,  in  1914,   provides  for  a  reserve  to  be  created  and 
maintained  by  means  of  charges  to  operating  expenses  based 
on  "the  estimated  proportion  of  the  average  annual  cost  of 
maintenance  and  replacements  of  tangible  property  necessary 
to  maintain  the  property  In  good,  efficient,  working  condition." 

The  position  of  the  representatives  of  the  American  Gas 
Association  on  the  subject  of  depreciation  appears  to  have  been 
substantially  the  same  as  that  of  the  National  Electric  Light 
Association,  as  expressed  in  its  classification  of  accounts 
adopted  in  the  same  year,   1914,  namely,  that  "depreciation" 
charges   should  be  made  solely  with  reference  to  the  maintain- 
ing of  capacity  and  operating  efficiency. 

Recent  statements,   in  behalf  of  the  electric  light  and 
power  utilities  G,nd  the  gas  utilities,  which  we  quote  at 
some  length  under  "Position  of  Utility  Operators  on  Treatment 
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of  Retlrexaent  Losses^"  shows  that  they  still  adhere  to  the 
views  above  expressed. 

Resembling  very  closely  the  above-stated  views  that 
"depreciation"  is  purely  a  q:uestion  of  renewals  and  the 
asstirance  of  efficient  operation,  are  certain  statements 
made  by  the  Nebraska  Railway  Commission  in  the  Commission's 
Uniform  System  of  Accounts  for  Telephone  Companies,  effective 
February  15,  1919.     The  following  are  excerpts  from  the  text 
of  "Depreciation  Reserve  Account,"  as  provided  in  the 
Nebraska  classification* 

''The  word  depreciation,  as  used  in  this  book  of  in- 
struotions,  is  a  word  intended  to  represent  the  loss 
in  operating  efficiency  of  a  telephone  property  from 
any  cause  whatsoever,   such  as  wear  and  tear,  obsolescence, 
public  regulation,  changes  in  the  art,   or  any  other  cause 
which  tends  to  depreciate  the  working  efficiency  of  any 
part  of  a  telephone  system, 

''It  is  not  for  the  purpose  of  maintaining  values  in  a 
property  that  depreciation  reserves  are  set  up,  but  for 
the  purpose  of  continually  maintaining  all  of  the  ooi^onent 
parts  of  a  plant." 

Depreciation  as  Related  to  Investment  Values,*     In  con- 
trast with  the  foregoing  statement  of  views,  the  following 
appears  in  the  Interstate  Commerce  Commission's  classifica- 
tion of  Operating  Expenses  for  Steam  Railroads,   effective 
July  1,   1907: 

"The  question  of  depreciation  is  fundamentally  a  question 
of  values,  and  not  a  question  of  maintaining  the  original 
capacity,  or  a  standard  of  operating  efficiency,  or  of 
keeping  fall  the  numbers  in  equipment  series." 

In  1909,   the  Supreme  Court  of  the  United  States,   in  its 

decision  handed  down  in  City  of  Knoxville  v.  Khoxville  Water 

Company,   212  TJ,  S.   1,    said: 
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•'•A  water  plant,  with  all  its  additions,  begins  to  depreciate 
in  value  from  the  moment  of  its  use»     Before  ccaning  to  the 
question  of  profit  at  all^^the  company  is  entitled  to  earn  a 
sufficient  sum  annually  to  provide,  not  only  for  current  repairs, 
but  for  2iaking  good  the  depreciation  and  replacing  the  parts 
of  the  property  ifirhen  they  come  to  the  end  of  their  life.     The 
company  is  not  bound  to  see  its  property  gradually  waste  without 
laaking  provision  out  of  earnings  for  its  replacement.     It  is 
entitled  to  see  that  from,  earnings  the  value  of  the  property 
invested  is  kept  unimpaired,   so  that  at  the  end  of  any  given  term 
of  years  the  original  investment  remains  as  it  was  at  the  beginning. 
It  is  not  only  the  right  of  the  company  to  make  such  a  provision, 
but  it  is  its  duty  to  its  bond  and  stock  holders,  and,   in  the  case  of 
a  public-service  corporation  at  least,   its  plain  duty  to  the  public. 
If  a  different  course  were  pursued  the  only  method  of  providing 
for  replacement  of  property  which  has  ceased  to  be  useful  would 
be  in  tlie  investment  of  new  capital." 

The  statement   that   it   is  not  only  the  right   of  the  oom- 
pany  to  provision  for  replacements  bat  its  plain  duty  to   its 
bondholders,   and  tBtat  it  is,  as  well,   its  daty  to  the  pablio 
to  make  saoh  provision,   leaves  no  room  for  doabt  as  to  the 
oourt's  view  that  depreoiation  oharges  have  a  relation  to  in- 
restment  values  and  makes  it  equally  olear  that  a  duty  to  the 
public  is  Involved.     The  duty  which  the  public  utility  owes 
to  the  publio  is  that  of  roaking  provision  sufficient  to  assure 
its  ability  to  give  adectuEite,   continuous,   efficient  service. 
5Po  assure  the  fulfillment  of  this  obligation,    it  is  necessary 
that  provision  be  made  for  renewals   of  property  when  exhausted. 
It  should  be  noted  that  the  oourt  asserts  the  duty  of  proteoting 
the  investor  and  the  duty  of  proteoting  the  piublio.    In  declaring 
the  purposes  to  bo  aocomplished  and  the  means  of  their  aooom- 
plishment,   the  court  evidently  did  not  consider  that  there  was 
anything  aiitagonistlo   in  the   utility's  rights  and  the  public's 
interest,    or  anything  req.airing  a  difference   in  the  processes 
by  which  the  purposes  were  to  be  aohieved.      "Provision 
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out  of  earnings  for  its  rep3.acement"  is  what  the  court  holds 
is  to  be  the  means  eiirployed*^ 

Methods  of  Computing  Depreciation  or  Retirement  Expense 
C^havRea.  -    As  a  resxat  of  the  different  viewpoints  as  to  the 
purpose  of  depreciation  charges,  different  proposals  are  put 
forward  as  to  - 

1*     The  extent  to  which  provision  should  be  made  for 
depreciation  or  retirement  losses  in  advance  of 
their  occurrence* 

2»     The  methods  by  which  the  required  amounts  are  to  be 
determined* 

The  annxial  amounts  considered  necessary  vary  materially 
under  the  different  plans  proposed  for  calculating  the  allow- 
ance.    The  principal  points  of  controversy  as  to  the  amount 
to  be  provided  annually  by  charges  to  income  and  the  method 
of  its  ascertainment  may  be  considered  tinder  the  following 
heads: 

1.     straight-line  method: 

The  theory  employed  under  this  method  is  that  at  the  date 
of  installation  of  each  piece  of  plant  machinery  and 
equipnent,  its  length  of  life  in  service  can  be  foretold, 
and  a  determination  made  of  the  loss  of  value  during  each 
year  that  it  shall  remain  in  service* 

Z.     Sinking-fund  method: 

This  method  proceeds  in  the  same  manner  as  the  straight- 
line  method,  but  differs  to  the  extent  that  part  of  the 
annual  sum  required  is  toade  up  from  interest  on  past 
accumulations,  making  the  direct  charge  to  income  cor- 
respondingly less* 

3.     Retirement -loss  equalization  method: 

This  method  contemplates  that  a  reserve  shall  be  provided 
"sufficient  to  cover  all  retirement  losses  that  may  reason- 
ably be  expected*** 

Discussions  of  this  subject  frequently  refer  to  the 
"replacement  method"  of  counteracting  depreciation*     This, 
however,   simply  relates  to  the  process  of  chargirig  all  replace- 
ments direct  to  operating  expense.     This  procedure  does  not 
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involve  any  so-called  "depreciation  accoxmting''  or  reserves, 
and  therefore  requires  no  dlstcussion  except  as  to  its  use 

in  combination  with  the  methods  above  mentioned,  all  of  which 
require  reserves  for  part  of  the  cost  of  maintenance,    the  re- 
mainder being  charged  direct  to  operating  expense  when  repairs 
and  replacements  are  made^ 

A  comparison  of  the  different  methods  of  providing  for 
depreciation  or  retirement  losses  and  of  the  position  taken 
with  reference  thereto  by  various  public  utility  groups  and 
regulatory  authorities  will  be  now  made. 

Straight-line  Method.   -  The  court's  language  in  the 

Knoxville  case,   to  which  reference  has  been  made,   is  quoted 

with  approval  by  the  Interstate  Commerce  Commission  in  its 

valuation  report  on  Texas-Midland  Railroad   (issued  July  31, 

1918,   Valuation  Docket  No.   2),   as  authority  for  its  finding 

that  depreciation  covers  loss  of  capacity  for  u^e  due  to  age, 

inadequacy,   etc.     This  report  further  states: 

**A3  treated  by  the  Comnission,  depreciation  may  be 
defined  as  the  lessening  in  cost  value  due  to  the 
smaller  number  of  service  units  in  the  property  as 
found,   than  in  the  same  property  new*     An  article 
when  new9  contains ,  so  to  speak,  a  certain  number 
of  units  of  service  as  those  units  are  exhausted 
the  article  depreciates*     When  they  are  all  used 
up  the  service  life  ends. 

'*It  is  assumed  that  the  loss  of  these  units  of 
service  is  evenly  distributed  thruout  the  entire 
life  of  the  article.     In  point  of  fact,   this  is  not 
exactly  true.     Sane  articles  may  depreciate  more 
rapidly  in  the  early  years  of  service  and  others   in 
the  last  years,  but  the  practical  way  is  to  assume 
t2iat  the  loss  ift  uniform,  and  it  is  believed  that 
this  as  applied  generally  will  produce  a  fair  re  suit.  ♦• 

The  theory  expressed  in  the  Texas-Midland  Railroad  case 
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as  applied  In  depreciation  computations  is  what  is  Imown  as 
the  "straight-line"  method.  Its  theory  requires  that  with 
reference  to  each  piece  of  property  that  is  treated  as  a 
omit  for  accounting  purposes, there  shall  be  made  at  the  tlmfe 
it  goes  into  service,  an  estimate  of  its  probable  life  in  ser- 
vice. An  estimate  is  also  made  of  its  salvage  value  if  it 
is  expected  to  have  any  salvage  value  at  retirement.  During 
each  year  of  its  life  a  cliarge  for  depreciation  of  the  unit 
must  be  made  based  upon  its  original  cost,  less  the  estimated 
salvage.  The  cost  of  the  unit,  less  estimated  salvage,  is 
divided  by  the  number  representing  its  estimated  life  in  years. 
The  figures  resulting  from  this  division  are  used  as  a  charge 
to  operating  expenses  for  depreciation  during  each  year  of  the 
life  of  the  unit,  provided  its  actual  life  should  coi'-nf.^-pnn^ 
with  the  estimated  life. 

For  a  simple  Illustration,  we  may  take  the  case  of  a 
pole  installed  at  a  cost  of  $10.00,  estimated  to  have  a  life 
of  10  years.  We  will  assume  that  there  will  be  no  salvage. 
In  this  case  a  charge  to  operating  expenses  of  $1.00  will  be 
made  each  year  for  10  years.  At  this  point,  however,  we  en- 
counter some  difficulties  which  seriously  interfere  with  the 
apparent  mathematical  precision  of  this  method.  The  pole  may 
remain  in  service  15  or  20  years,  or,  because  of  fire,  storm, 
or  other  cause,  it  may  go  out  of  service  in  much  less  than  10 
years.  If  the  theory  is  accurately  applied,  no  further  charges 
•for  depreciation  shall  be  made  with  respect  to  the  pole  after 
its  cost  shall  have  been  provided  for,  which  would  be  at  the 
end  of  10  years.  If  the  pole  should  live  20  years,  no  charges 
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wonld  be  maae  daring  the  last  10  years  of  its  exist enoe.   If 
it  should  go  oat  of  serrioe  in  five  years  the  amociat  provided 

"by  depreciation  charges  would  be  equal  to  only  half  of  its 
cost. 

We  will  not  go  farther  into  the  diffioalties  whioh  are 
apparent  in  oonneotion  with  this  illustration,  for  the  reason 
that,  as  a  matter  of  praotioe,  poles  and  other  olasses  of 
property  embraoing  many  thousands  of  units  in  a  ocxnpany's 
fixed-capital  aooounts  are  not  aooounted  for  item  by  item  so 
far  as  depreciation  charges  are  concerned;  for  instance,  in  the 
telephone  business  one  composite  rate  for  depreciation  is  made 
for  all  kinds  of  equipment  included  in  the  account  "Exchange  Pole 
.lines."  Telephone  accounts  are  here  referred  to,  for  the  reason 
that  the  telephone  industry  reprensents  practically  the  only 
advocate  of  the  "straight -l:Lne"  method  among  public-utility 
operators,  and  we  would,  therefore,  expect  to  find  in  their 
accounts,  if  anyjrhere,  a  correct  application  of  the  theory, 

Ihis  account  includes  not  only  poles  of  many  different 
kinds  and  sizes,  but  includes  towers,  cross  arms,  pins,  brackets, 
braces,  guy  wire,  guy  stubs,  and  other  materials  used  in  the 
construction  of  exchange  service  pole  lines;  also  the  cost  of 
first  clearing  right  of  way*   Investigation  by  the  writer,  as 
well. as  evidence  before  various  commissions,  shows  that  no 
records  are  kept  of  the  life  of  any  of  these  individual  units. 
An  estimate  is  made  by  some  representative  of  the  company  that 
the  life  of  the  imnumerable  items  of  various  kinds  appearing 
in  this  acoount  is  a  certain  namber  of  years.  This  is  said  to 
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represent  average  llfe«  Ag  no  actual  tabulations  are  made 
of  individual  life  of  any  units  the  so-called  "average  life" 
is  in  fact  only  a  guess. 

An  objection  which  has  been  made  to  the  straight-line 
method  is  that  it  returns  to  the  company  more  than  sufficient 
to  cover  the  original  cost  of  the  property.  For  instance,  in 
the  case  of  the  pole  referred  to  in  the  foregoing  illustra- 
tion, the  company  would  receive  #1.00  during  the  first 
and  would  add  $1.00  each  year  to  and  including  the  10th  year. 
It  would  have  the  use  of  this  money  without  paying  interest, 
or  could  loan  it  and  receive  interest  thereon  until  required 
for  the  purchase  of  a  new  pole  at  the  end  of  the  10th  year. 

If  interest  were  compounded  annually  at  5  per  cent  on  the  balance  in 
the  reserve  each  year,  a  charge  to  operating  expenses  of  79^ 
cents,  instead  of  $1.00  per  annum,  would  be  sufficient  to  pro- 
vide the  total  cost  of  the  pole  ($10.00)  at  the  end  of  10  years, 
when  a  new  pole  is  required.  The  amount  collected  from  the  con- 
siimer  for  depreciation  in  the  10-year  period  would  then  be  $7.95, 
while  the  interest  would  amount  to  $2.05,  making  a  total  of 
$10.00.  A  method  which  gives  consideration  to  interest  earn- 
ings has  been  worked  out  and  in  a  large  niamber  of  specific 
cases  has  been  used,  sometimes  with  modifications,  by  regula- 
tory commissions  in  dealing  with  rate  cases.  This  method  is 
known  as  the  "sinking-fund"  method,  which  will  be  briefly  ex- 
plained. 

Sinking-Fund  Method.  -  The  sinking-f\md  method  proceeds 
in  the  same  manner  as  the  straight-line  method,  using  estl- 
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mated  life  and  estimated  salvage  in  connection  with  the  cost 
of  the  property  for  which  the  computation  is  made.  Under  this 
method;  however,  the  computation  of  the  annual  charge  for  de- 
preciation is  based  on  the  theory  of  actually  setting  aside  in 
each  year  a  certain  amount  of  cash  v/hlch  will  he  invested  with 
interest  compounded  at  a  certain  rate,  so  that  at  the  end  of 
the  time  estimated  to  be  the  life  of  the  particular  unit  a. 
fund  will  have  accumulated  equal  to  the  original  cost,  less 
salvage • 

In  addition  to  the  unknown  quantities  of  life  and  salvage 
involved  in  estimating  the  depreciation  charge  under  the  straight- 
line  method,  one  more  uncertainty  is  added  by  the  sinking-fund 
method*  The  amount  of  interest  to  be  earned  on  the  fund  must 
be  estimated.   It  is  impossible  to  estimate  accurately  the  in- 
terest that  should  be  obtained  over  a  period  of  years.   The 
desired  sum,  therefore,  will  not  be  available  at  the  end  of 
the  estimated  life  of  the  property,  unless  periodical  adjust- 
ments are  made* 

Under  the  sinking-fund  method  the  annual  earnings  from  in- 
terest accruing  to  the  fund  increase  in  amount  each  year,  as 
the  balance  in  the  fund  increases.  The  total  annual  accre- 
tions to  the  fund  during  the  later  years,  therefore,  are  larg- 
er than  those  of  the  earlier  years.  The  direct-depreciation 
charge  to  operating  expenses  remains  constant,  while  the  in- 
terest added  to  the  fund  increases  annually.  Consequently, 
the  amount  of  the  fund  at  any  time  before  its  use  is  required 
for  replacements  would  be  less  under  the  sinklng«fund  method 
than  under  the  straight-line  method. 
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Under  such  conditions,  if  replacement  of  the  units  is 
necessary  sooner  than  estimated,  the  discrepancy  between  the 
amount  required  for  their  retirement  and  the  amoimt  actually 
accumulated  with  respect  to  such  units  would  be  greater  under 
the  sinking-fund  method  than  under  the  straight-line  method* 

A  modification  of  the  sinking-fund  theory,  which  has  been 
used  to  some  extent,  consists  of  computing  the  charge  in  the 
manner  usually  followed  \mder  this  method,  without  actually 
creating  a  fund  on  which  interest  may  be  received*  This  meth- 
od proceeds  on  the  theory  that  it  is  more  advantageous  for 
the  company  to  use  the  moneys  reserved  for  depreciation  for 
the  purpose  of  making  additions  to  its  property  instead  of  in- 
vesting the  money  at  a  low  rate  of  interest  and  paying  a  high- 
er interest  rate  for  money  which  it  would  have  to  borrow  or  ob- 
tain otherwise  for  the  additions  to  its  plant*  In  such  cases 
it  is  assvuned  that  the  money  so  invested  produces  earnings 
thru  the  company's  operations  and  that  all  or  part  thereof 
should  be  credited  to  the  reserve.  In  some  cases  an  interest 
rate  of  4,  5,  or  6  per  cent  has  been  determined  upon  as  repre- 
senting the  amoiuit  that  should  be  added  to  the  theoretical  re- 
serve. The  follov/ing  tables  compare  the  results  under  the 
straight-line  method  and  the  sinking-fund  method. 
Straight-Line  Method  Illustrated.  -  Assumptions:  Investment, 
|1,000;  service  life,  10  years. 
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Depreciation 
charged  to 
operating 
expenses* 


Aec\unulation 

of 
depreciation 
accruals 


End  of- 

1  year *  100  *  100 

2  years 100  200 

3  years 100  300 

4  year 100  400 

5  years 100  500 

6  years 100  600 

7  years 100  700 

8  years.... • 100  800 

9  years • 100  900 

10  years •  100  I'OOO 

Total e$l»QOQ 

Sinking-Pund  Method  Illustrated,-  Assumptions:  Investment,  $1,000;  service 
life,  10  years;  interest,  5  per  cent. 


Annual 
Charges  to 
Operating 
Expenses 


Interest 
Acouintila" 
tions 


Deprecia- 
tion 
Accruals 


Accmnula- 

tion  of 
Deprecia- 
tion 
Accruals 


1  year $79.50  t 179.60  «79.50 

2  years 79.50  3.98  83.48  162.98 

3  year 79.50  8.16  87.66  250.64 

4  years 79.50  12.53  92.03  342.67 

5  years 79.50  17.14  96.64  439.31 

6  years 79.50  21.97  101.47  540.78 

7  Lars 79.50  27.05  106.55  647.33 

8  years 79.50  32.37  111.87  759.20 

9  years 79.60  37.97  117.47  876.67 

10  years 79.50  45.85  ^   123.33  1>000'00 

Total I'/dS.OO  ""1205.00  #1,000.00 

The  above  table.  Illustrating  the  sinking-fund  method, 
shows  the  total  of  the  annual  charges  for  depreciation  to  be 
|796,  and  that  the  additional  |206  necessary  to  make  up  the 
|1,000  is  derived  from  interest  on  the  acctimulations  for  the 
period.   It  is  apparent  that  the  amount  necessary  to  be 
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charged  to  operating  expense  accounts  under  the  straight-line 
method  is  25,8  per  cent  more  than  is  required  under  the  sink- 
ing-fund method* 

The  added  charge  made  against  the  consumer  under  the  straight- 
line  method  as  compared  with  the  sinking-fund  method  has  fre- 
quently been  considered  by  commissions  in  conneobion  with  the 
valuation  of  utility  property  for  the  purpose  of  establishing 
the  rate  base.   It  is  held  tliat  a  reserve  accumulated  under 
the  straight -line  method  gives  the  consumer  no  benefit  from 
the  interest  earnings  on  the  acciamulated  reserve;  that  the 
sinking-fund  method  fully  protects  the  investment  and  that 
no  greater  amount  than  required  for  this  purpose  can  justly 
be  asked  from  the  consumer  thru  income. 

In  further  explanation  of  this  treatment  of  depreciation 
reserves  accumulated  under  the  straight-line  method,  it  may 
be  said  tliat  the  reserve  itself  covers  the  full  original  cost 
of  the  property^  and  that  the  interest  earnings,  being  an  amount 
in  excess  of  such  cost,  cannot  be  considered  as  a  part  of  the 
return  to  the  company  of  the  original  cost  of  its  property. 
It  is  not  required,  therefore,  to  meet  depreciation  losses. 
By  omitting  from  the  rate  base,  thereby  giving  the  customers 
the  use,  without  interest,  of  the  property  acquired  from  moneys 
collected  for  depreciation,  when  the  collection  is  by  the 
"straight -line"  method,  approximately  the  same  results  are  ac- 
complished as  under  the  "sinking-fund"  method,  by  which  interest 
is  considered  in  determining  the  depreciation  charge  against 
the  consumer.  In  describing  these  results  as  approximately 
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the  same.  It  should  be  rememhej^ed  that  the  degree  of  approx- 
imation will  depend  upon  the  difference  between  the  interest 
rate  used  in  sirdcing-fund  computations  and  the  rate  of  return 
obtainable  from  the  operation  of  the  property •  Under  the  same 
rates  the  results  would  be  the  same,  but  if  the  sinking-fund 
interest  is  computed  at,  say,  5  per  cent,  and  net  income  from 
operation  of  the  property  is  8  per  cent,  there  will  be  a  de- 
cided advantage  to  the  consumer  thru  obtaining  the  use  of  prop- 
erty worth  8  per  cent  instead  of  sinking-fund  interest  at  5  per 
cent* 

Some  commissions,  while  adopting  the  principles  above  out- 
lined, have  held  that  the  constimer  is  not  entitled  to  credit 
for  more  than  the  rate  of  interest  that  an  actual  fond  safely 
invested  would  produce,  and  that  the  excess  which  the  company 
might  earn  by  employing  the  money  for  the  acquisition  of  prop- 
erty for  use  in  its  own  operations  should  accrue  to  the  company 
for  the  administration  of  such  property. 

Rate  of  Return  Affected  by  Investment  of  Depreciation  Funds^- 
Consideration  of  the  correct  treatment  in  a  rate  case  of  prop- 
erty acquired  by  the  use  of  depreciation-reserve  moneys  involves 
some  questions  of  law,  finance,  economics,  and  public  policy 
which  cannot  be  here  introduced.  It  is,  however,  pertinent 
to  note  the  effect  on  the  rate  of  return  on  the  full  property 
in  service,  compared  with  the  rate  of  return  of  the  original 
investment,  excluding  the  property  acquired  from  depreciation 
reserves.   In  this  illustration  the  reserve  is  built  up  on 
the  straight-line  method.  The  figures  used  show  the  plant 
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account  and  the  operating  results  during  a  year  when  the  re- 
serve has  reached  the  point  where  it  is  40  per  cent  of  the 
original  cost  of  the  property. 

Illustration  showing  effect  of  reinvested  reserves  in 
computing  rate  of  retiirn: 

Original  capital  provided  by  investors |ioo  000 

Additions  to  property  from  depreciation  moneys...   4o!ooO 
Total  property  in  service 1140,000 

Operating  revenues  (annual) 4  35  qqq 

Operating  expenses  (including  depreciation)!.*.*!*.*   24*500 
Net  Income |  lolsoO 

^®*^^^^°°°^*®^  ?"  *°*^^  property  in  service 

($10,500  f  $140,000), : ;.;.;       7^5=^ 

Return  computed  on  original  capital 

(#10,500  i  fioo,ooo) !!!!!!!!!      10.5^ 

Retirement  Loss  Equalization  Method.-  The  term  "retirement  ex- 
pense" as  used  in  the  unifom  classification  of  accounts  ap- 
proved by  the  National  Association  of  Railway  arid  Utilities 
commissioners  expresses  more  accurately  than  does  the  word 
"depreciation"  the  idea  underlying  all  accounting,  which  aims 
to  recognize  and  provide  the  reservation  of  income  for  the 
losses  due  to  exhaustion  of  property  which  ere  realized  upon 
the  occasion  of  its  retirement.  The  word  "depreciation"  is 
a  broader  term  and  has  been  used  somewhat  loosely,  both  in 
connection  with  losses  in  investment  values  and  in  connection 
with  the  charges  against  income  intended  to  provide  for  re- 
tirement losses.  The  "retirement  loss"  is  a  definite  amount 
which  represents  the  difference  between  original  cost  plus 
cost  of  removal  and  salvage  value. 

The  term  "retirement"  has  been  used  for  many  years  by  the 
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Interstate  Commerce  Commission  as  a  title  for  operating-ex- 
pense accotmts  of  steam  railroads,  in  which  is  included  a 
part  of  the  expense  usually  included  under  the  head  of  "de- 
preciation" or  "retirement  lof5s."  The  accounting  rules  of  the 
Interstate  Commerce  Commission,  adopted  in  1914,  permit  charges 
to  "retirements"  representing  such  part  of  the  loss  on  equip- 
ment as  is  assignable  to  the  period  subsequent  to  July  1,  1907, 
but  only  so  far  as  it  has  not  been  provided  for  in  the  deprecia- 
tion reserve. 

It  is  apparent,  therefore,  that  in  the  railroad  accoimts 
retirement  losses  are  divided  into  two  parts,  one  of  which, 
representing  depreciation  accinied  since  1907,  provided  for  in 
the  depreciation  reserve,  is  charged  to  depreciation  reserve, 
and  the  other,  representing  depreciation  accrued  since  1907, 
not  provided  for  in  the  depreciation  reserve,  is  charged  to 
operating-expense  account  "retirements."  The  cost  of  demol- 
ishing equipment  is  also  charged  to  the  "retirements"  account. 
The  classifications  of  accounts  of  the  National  Association 
of  Railway  and  Utilities  Commissioners  does  not  make  this  di- 
vision, but  permits  charging  both  classes  of  retirement  losses, 
and  also  the  cost  of  dismantling  or  removal  to  retirement  re- 
serve. 

Retirement  Re serve »-  The  purposes  to  be  accomplished  by  cre- 
ating and  maintaining  a  retirement  reserve  are  stated  in  the 
Uniform  Classification  of  the  National  Association  of  Commis- 
sioners, as  follows: 

"An  account  is  provided  in  -which  to  include  charges  aade 
in  oirder  that  corporations  may,  thru  the  creation  of  ade- 
quate reserves,  equalize  from  year  to  year,  as  nearly  as  is 
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practicable,  the  losses  incident  to  important  retirements 
of  buildings,  dams,  etc.,  or  of  large  sections  of  continuous 
structures,  like  electric  line,  or  of  definitely  identifiable 
units  of  plant  and  equipment.  Losses  used  above  means  in 
each  case  the  excess  of  the  original  cost  to  the  accounting 
company  of  the  property  retired,  plus  the  cost  of  disnantling 
or  removing,  over  its  salvage  value  at  the  time  of  its  re- 
tirement. The  cost  of  replacing  minor  parts,  which  is  not 
recorded  by  any  entries  in  the  fixed-capital  account,  and 
which  is  commonly  called  the  cost  of  ' repairs »  or  'maintenance, 
as  distinguished  from  the  cost  of  'replacements'  of  large 
units,  need  not  be  provided  for  thru  a  retirement  reserve. 
The  amounts  charged  to  retirement  expense,  plus  amounts 
appropriated  from  surplus,  should  be  upon  a  basis  determined  to 
be  equitable,  according  to  the  accounting  company's  experience 
and  best  sources  of  information,  and  should  in  all  cases  be 
sufficient  to  provide  during  a  period  of  years  a  reserve  against 
which  can  be  written  off  all  losses  sustained  upon  the  retire- 
ment of  property  for  any  cause  whatsoever." 

The  text  of  the  account,  "retirement  reserve,"  in  the 

Commissioner's  classification,  reads: 

"To  this  account  shall  be  credited  such  amounts  as  are 
charged  to  Operating-Expense  Account  Retirement  P:;xpense», 
appropriated  from  surplus,  or  both,  to  cover  the  retire- 
ment loss  represented  by  the  excess  of  the  original  cost, 
plus  cost  of  dismantling,  over  the  salvage  value  of  fixed 
capital  retired  from  service.  When  any  fixed  capital  is 
retired  from  service,  the  original  cost  thereof  (estimated 
if  not  known,  and  where  estim;3ited,  the  facts  on  which  the 
estimate  is  based  should  be  stated  in  the  entry;  should  be 
credited  to  the  proper  fixed— sap ital  account  and  charged, 
plus  the  cost  of  retirement,  less  salvage,  to  this  account. 
If  the  credit  balance  in  this  account  is  insufficient  to 
cover  the  retirement  loss,  the  excess  over  the  balance  con- 
tained in  the  reserve  should  be  charged  to  Account  No.  132, 
'Property  Abandoned,'  or  other  appropriate  account. 

"The  losses  which  this  account  is  intended  to  cover  are 
those  incident  to  important  retirements  of  buildings,  of 
large  sections  of  continuous  structures,  like  electric  line, 
or  of  definitely  identifiable  units  of  plant  or  equipment, 
and  the  purpose  of  the  account  is  that  the  burden  of  such 
losses  may  be  as  nearly  as  practicable  equalized  from  year 
to  year,  but  with  due  regard  for  amount  of  earnings  available 
for  this  purpose  in  each  year." 

Some  of  the  state  commissions  in  adopting  the  uniform 
classification  amended  that  portion  of  the  second  paragraph 
which  permits  the  amounts  charged  for  depreciation  to  be 
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made  dependent  upon  the  earnings  available.     Such  amendments 
were  made,  either  on  the  ground  that  the  proper  provision 
should  be  made  in  each  period  regardless  of  the  earnings 
available,   or  because  the  matter  should  be  covered  by  in- 
structions given  in  specific  cases,   rather  than  by  a  gen- 
eral rule   of  the  Commission. 

The  text   of  the  account,   "Retirement  Expense,"   is  as 
follows: 

''This  accofunt   shall  include   such  amounts  as  the 
accounting  company  charges  to  operating  expenses, 
in  addition  to  appropriations  from  surplus  to  re- 
tirement reserve,   to  provide  a  reserve  against 
which  may  be  charged  the  original  cost  of  all  prop- 
erty retired  from  service j,  plus  the  cost  of  dismantling, 
less  salvage.     The  amounts  charged  to  this  account  or 
appropriated  from  surplus  and  credited  to  the   ^Retirement 
Reserve'    shall  be,   in  addition  to  the  necessary  costs  of 
keeping  the  plant  and   equipment  in  a  high  state  of  efficiency, 
thru  charges  to  the  regular  maintenance  accounts* 

"it  is  the  intent  of  the  classification  that  a  reserve 
shall  be  provided,  either  thru  retirement  expense  or  by 
appropriations  from  surplus,  or  both,   sufficient  to  cover 
all  retirement  losses  that  may  reasonably  be  expect ed.** 


The  foregoing  quotations   contain  the  full  text  of  the 
instructions  relative  to  "Retirement  Reserve"  account  and 
"Retirement  Expense"  account.     There  are  five  accounts  re- 
lating to  the  accounting  for  depreciation  or  retirement  losses. 
The  following  are   the  titles  and  brief  statement  of  the  nature 
of  each  account,  with  the  exception  that  the  full  text  of  ac- 
count of  "Property  Abandoned"   is  given: 

No.   782.     Retirement  Expense^ -  An  operating-expense  account,  to  be 
charged  With  amount  of  estimated  accruing  depreciation. 


No.  503. 


Appropriations  to  Reserves,-  A  profit  and  loss  account,  to 
be  charged  with  such  amounts  as  may  be  appropriated  from 
surplus  and  credited  to  Account  251,  Retirement  Reserve. 
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No.  261«     Retirement  Reserve^-  A  balance-sheet  account,  to  be 

credited  with  amount  charg;ed  to  Accounts  782  and  503, 
when  the  charge  to  603  is  for  depreciation;  to  be 
charged  with  cost  of  retired  property,   less  salvage,   etc. 

No*  124.     Replacement  Fund^  -  A  balance-sheet  account.     If  such 

fund  is  created,  this  account  includes  assets  represented 
by  the  retirement  reserve. 

No.   132.     Property  Abandoned^-  This  account  is  intended  as  a  suspense 
account,  which  shall  include  the  retirement  loss,    i.e.,   the 
original  cost,   estimated  if  not  known,  plus  cost  of  dismantling, 
less   salvage  on  property  destroyed  or  abandoned  because  of 
replacement,   of  obsolescence,  of  an  extraordinary  casualty, 
or  for  any  other  reason,  when  such  loss  has  not  been  provided 
for  in  advance  thra  a  reserve.     Amounts  thus  charged  shall 
be  amortized  thru  annual  or  more  frequent  charges  over  a 
definitely  determined  period  to  such  accounts  as  shall  be 
proper. 

These  same  accounts  are  requi:i?ed  under  either  the  straight- 
line  or  the  sinking-fund  method  of  depreciation  accounting, 
with  the  exception  of  Account  Ho»   124,   v/hich  is  not  used  with 
the  straight-line  method,  while  it  is  required  under  the  sink- 
ing-fund method,  except  under  the  modified  sinking-fund  method 
followed  by  the  Wisconsin  Commission*     This  account   is  option- 
al in  the  Conmissicners*    classification  and  is  not  required 
except   in  cases  where   it  is  desired  to  retain  in  a  special 
fund,   cash  or  other  assets,   representing  a  part  or  all  of 
the  retirement  reserve. 

As  the  account,    "Property  Abandoned,"  relates  to  the  ac- 
counting for  losses  not  anticipated  by  a  provision  in  retire- 
ment  reserve,   it  is  of   special  importance  in  connection  with 
the  treatment   of  retirement   losses.     Such  an  account  seeks  to 
equalize  the  losses  that  actually  occur  from  year  to  year. 
The  use  of  this  account  is  closely  connected  with  two  questions, 
about  which  centers  a  stubborn  controversy,  namely: 
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!•  To  what  extent  should  depreciation  or  retirement  losses 

be  anticipated,  and  provision,  therefore,  made  out  of 

earnings  before  retirement  occurs? 
2«  If  not  made  out  of  income  before  the  event,  can  the 

losses  be  charged  to  future  income  in  whole,  in  part, 

or  not  at  all? 

These  are  questions  concerning  which  we  shall  have  to 
examine  the  practice  followed  by  the  United  States  Supreme 
CoTirt,  the  final  authority  in  such  cases  as  involve  alleged 
confiscation  or  the  taking  of  property  without  just  compen- 
sation, as  prohibited  under  the  14th  amendment  to  the  Con- 
stltution.  It  is  in  cases  of  this  character  that  questions 
relative  to  public-utility  depreciation  are  usually  present- 
ed to  the  court • 

Retirements  Chargeable  to  Future  Operations.-  The  text  of 
the  account,  "Property  Abandoned,"  as  noted  above,  provides 
for  amortizing  the  amounts  carried  therein  by  charges  "to 
such  accounts  as  shall  be  proper."  This  does  not  lay  down 
a  definite  inile  that  such  charges  shall  or  shall  not  be 
charged  to  op^erating-expense  accounts.  Disposition  is  to  be 
made  in  accordance  with  the  facts  and  circumstances  in  each 
case.   It  is,  however,  contemplated  that  under  some  circum- 
stances  such  charges  will  be  made  to  operating  expenses.  The 
charging  to  operating  expenses  of  the  cost  of  property  consum- 
ed in  operation  of  prior  years  may  meet  objection  on  the  ground 
that  future  operations  should  not  be  burdened  with  the  cost  of 
property  no  longer  of  benefit  to  operations.  It  may  be  con- 
tended that  such  charges  should  be  met  from  the  surplus  accum- 
ulated from  operation  of  the  period  during  which  the  retired 


92 


property  was  used.  This  argument  fails  to  consider  two 
points  of  the  practical  business  problems  involved. 

In  the  first  place,  the  rates  on  which  revenues  were 
received  presumably  were  fixed  Irj   a  commission  which  allowed 
only  sufficient  depreciation  charges  to  operations  to  retire 
the  property  at  the  expected  termination  of  its  usefulness, 
and  not  at  the  time  when  actually  retired  by  reason  of  its 
life  being  shortened  to  make  way  for  an  improved  type  or  by 
reason  of  some  other  unexpected  event.  In  such  case,  there- 
fore, past  sales  have  provided  no  compensation  for  this  loss. 

Large  surpluses,  such  as  many  industrial  companies  ac- 
cumulate to  take  care  of  unforeseen  conditions,  are  usually 
not  possible  of  accumulation  by  a  public  utility,  because 
under  regulation  its  rates  are  not  likely  to  be  much  above 
the  cost  of  the  service,  including  the  cost  of  capital  or 
return  on  investment.  It  is  not  in  the  best  position, 
therefore,  to  stand  a  charge  to  surplus  for  the  purpose  of 
writing  off  a  loss  which  was  a  legitimate  element  of  oper- 
ating expense  for  which  it  has  received  no  recompense. 

The  second  point  for  consideration  is  that  the  loss  in 
such  case  frequently  i«  incurred  in  connection  with  construc- 
tion, improvements,  or  betterments  for  the  benefit  of  future 
operations.  The  old  machine  could  go  on  ftuictioning  until 
the  natural  end  of  its  useful  life,  but  the  new  machine  offers 
to  give  more  efficient  service  thian  the  old,  thus  effecting 
economies  in  operation  and  reducing  operating  cost.  The 
cost  of  making  the  change  necessa3:*y  to  secure  these  benefits 
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is  therefore  a  charge  to  future  operations ♦  Such  portion 
of  the  cost  of  the  old  machine  as  has  not  been  provided  for 
by  charges  to  operation  as  retirement  expense,  is  as  legit- 
imate a  part  of  the  cost  of  making  the  change  as  is  the  direct 
cost  of  the  new  machine,  which  must  be  amortized  by  a  charge 
to  the  operations  of  futtire  years. 

There  is,  however,  a  distinction  made  between  the  -on- 
amortized  portion  of  the  cost  of  the  old  and  the  cost  of 
the  new  ma chine •  The  two  items  are  not  consolidated  and 
charged  off  during  the  expected  life  of  the  new  machine,  but, 
instead,  the  cost  of  the  old  unit  is  charged  to  the  operating 
expenses  "thru  annual  or  more  frequent  charges  over  a  definitely 
determined  period,"  as  may  be  deteiTnined  with  reference  to  the 
circumstances  existing  in  each  case.   This  appears  to  be  a 
proper  distinction,  because  the  operations  following  the  change 
are  presumed  to  benefit  from  the  greater  efficiency  obtained, 
and  in  view  of  the  further  consideration  that  conservative 
management  would  dictate  the  writing  off,  as  soon  as  consistent 
with  financial  circumstances,  of  all  costs  not  represented 
by  the  cost  of  property  actually  in  use  or  held  for  use.   It 
is  possible  that  before  this  new  machine  is  worn  out  it  may 
be  abandoned,  to  be  replaced  by  a  more  efficient  type.   It 
is  desirable,  however,  to  avoid  the  accumulative  effect  of 
such  retirements. 

A  case  decided  by  the  Supreme  Court  of  the  United  States 
on  June  2,  1924,  Pacific  Gas  &  Electric  Company  v.  City  of 
San  Francisco,  has  some  features  that  are  of  interest  in 
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this  connection. 

In  valuing  the  property,   certain  units  that  had  been 
rendered  obsolete  by  recent  patents  were  disregarded.     The 
patents  were  valued  at  what  they  cost  the  company.     The 
controversy  related  chiefly  to  the  treatment  of  this  ob- 
solete property  and  the  value  of  the  patents.     The  value  of 
the  property  before  it  was  rendered  obsolete  was  approximately 
$800,000.     The  cost  of  the  patents  to  the  company  was  #46,000. 
The  actual  savings  in  operation  effected  by  the  use  of  the 
patents  was  upward  of  $4,000,000.     The  company  does  not  appear 
to  have  claimed  this  value,  however,  but  did  claim  that  the 
patents  should  be  given  consideration  in  connection  with  the 
obsolete  property,  and  that  the  savings  from  their  use  should 
be  devoted,  at  least  partly,  to  the  writing  off  of  the  ob- 
solete property.     This  claim,  however,  was  not  allowed  by  the 
United  States  District  Court.     The  U.   S.   Supreme  Court  reversed 
the  decision  of  the  District  Court  and  in  its  decision  makes 
the  following  statement: 

"The  objection  to  the  report  most  seriously  urged  is  that  in 
hxs  estiaate  of  total  value  the  master  failed  properly  to  appraise 
certain  patent  rights  thru  which  manufacturing  costs  had  been 
greatly  reduoedr  also,  that  he  failed  to  make  proper  allowances 
taLn     .*f  rr^^  l^f*  "^."""^  ''^Shts.     This  objection  is  well 
Jh«  ^^kH     f"*j;«<^?f^°"  «f^  successful  patented  inventions  enabled 
the  public  authorities  to  lower  the  rate  base  and  gather  all  the 
benefits.     The  operating  plant,  inade.  capable  of  produeinp;  eas  at 
smaller  cost,  tos  declared  less  -/aluable  than  before.     The  resul- 
indicates  error  somewhere,  either  in  theory  or  application  of 
principle. 

"Obsolescence  of  one  or  more  stations  and  perhaps  other  prooerty 
tneretofore  of  great  value,   (possibly  $800,000;  followed  installa- 
tion of  the  patents,  but  the  remtiining  plant,  plus  the  patents, 
gave  better  results.     As  an  operating  unit,  the  new  combination  had 
greater  value  than  the  old;  but  the  court  below  disregarded  the 
dOTionstrated  worth  of  the  element  which  wrought  this  cliange  ***. 
Af  „er  adopting  the  reduced  costs  of  nanufacture  for  estimting 
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net  returns,  the  court  gave  no  proper  valuation  to  the  inventions 
which  caused  the  reduction,  and  thereby  permitted  property  to  be 
taken  without  just  compensation." 

The  concluding  paragraph  of  the  court's  decision  is  as 
follows : 

"Whether,  under  the  peculiar  circumstances  here  presented,  the 
rate  base  should  be  fixed  by  adding  to  the  agreed  inventory  some 
fair  valuation  of  the  patent  rights,   or  whether  prompt  recoupment 
should  be  allowed  for  the  obsolescence  caused  by  their  introduction, 
or  whether  appellant  should  be   saved  from  actual  ultimate  loss 
by  some  other  feasible  method,  we  will  not  undertake  to  determine 
upon  the  present  record," 

The   last  paragraph  in  particular  is  worthy  of  careful 
attention.     After  finding  that  consideration  must  be  given 
to  the  factors  for  which  no  allowance  was  made  by  the  lower 
court,   the  Supreme  Court  does  not  prescribe  the  method  by 
which  this   shall  be  done,   but   Indicates  that  it  may  be  accom- 
plished thru  one   of  the  following  methods: 

1,     Including  in  the  valuation  some  fair  value  of  the  patent  rights, 

2«     Prompt  recoupment  for  the  obsolescence, 
3,      Some  other  feasible  method. 

We  need  not  speculate  on  what  other  feasible  methods  might 
be  considered. 

It  would  appear  that  one   or  the  other  of  the  specific  meth- 
ods mentioned  would  offer  a  reasonable  and  logical  solution. 
The   "prompt  recoupment"  would  undoubtedly  be  effected  by 
charges  against  income  during  a  limited  period,   as  is  con- 
templated in  the  account,    "Property  Abandoned,"   of  the  Com- 
missicners'   classification.     There  are  no  practical  means  of 
obtaining  funds  from  the  public  for  immediate  lump-sum  payments 
in  such  cases,  but  reasonably  prompt  recoupment  can  be  had  thru 
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spreading  the  charge  in  the  rates  for  a  limited  tenn^  To 
spread  the  amount  over  the  whole  term  of  the  expected  life 
of  the  patents  would  not  produce  prompt  recoupment  of  the 
losses,  and,  as  we  have  already  pointed  out,  it  is  desirable 
to  eliminate  such  items  as  discarded  property  from  the  "book 
assets  as  soon  as  practicable* 

It  may  also  be  pointed  out  that  the  suggested  method  of 
adding  an  amount  to  the  valuation  in  recognition  of  the  value 
of  the  patents  over  and  above  their  actual  cost  might  be  made 
to  offset  the  loss  on  the  retired  property •  Such  value,  how- 
ever, might  be  either  more  or  less  than  the  loss  from  obsoles- 
cence • 

Extent  to  HVhich  Hetiremeiit  Losses  Should  Be  Anticipated, - 

There  is  a  warm  controversy  centering  about  the  question 
as  to  the  extent  to  which  retirement  losses  should  be  antici- 
pated and  provided  for  in  advance  of  property  retirements. 
The  straight-line-depreciation  advocates  hold  that  in  each 
accounting  period  there  must  be  reserved  from  Income  an  amount 
sufficient  to  cover  the  part  of  the  cost  of  each  piece  of  equip- 
ment that  is  supposed  to  have  expired  during  the  period,  not 
made  good  by  repairs.   They  assujae  that  the  life  of  each  unit 
of  property  can  be  correctly  estimated,  or  approximately  so, 
and  that  the  salvage  obtainable  upon  retirement  can  be  reason- 
ably determined  upon  the  date  of  installation. 

It  is  contended  that  unless  the  estimated  amount  for  de- 
preciation, based  on  the  estJLmated  life  and  estimated  salvage, 
is  reserved  during  each  year  of  the  life  of  the  property,  the 
investment  is  impaired;  that  any  shortage  in  the  theoretical 
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amount  affects  the   investment  to  a  corresponding  extent.     It 
is  furtlier  contended  that  if  the  company  does  not  obtain  the 
full  amount  theoretically  required  in  any  year,   it  is  estopped 
from  olDAaining  it  in  any  later  period,  and  suffers  permanent 
loss.     Little  consideration  appears  to  liave  been  given  to  the 
effects  of  setting  up  reserves  in  excess  of  the  estimated  re- 
quirements. 

It  is  customary  for  the   advocates  of  the  straight-line 
theory  to  quote  in  support  of  their  claims  the  Knoxville 
decision  of  the  U,   S.  Supreme  Court.     Undoubtedly  this  decision 
has  an  important  bearing  upon  the  question,  but  there  are 
other  equally  important  decisions  of  the  Supreme  Court  on 
this  sxibject.     A  correct  understanding  of  the  court ^s  position 
requires  a  study  of  the  other  decisions,   in  some  of  which  is 
found  a  distinction  as  to  depreciation  or  retirement  losses 
arising  from  different   causes. 

The  causes  of  retirement  losses  may  be  included  under  the 
following  heads: 

1.    Wear  and  tear,  including  deterioration  from  age  and  action 
of  the  elements. 

2«     Obsolescence,  representing  retirement  for  the  purpose  of  replacing 
with  new  or  improved  t;rpe8» 

3.     Inadequacy,  representing  retirement  for  the  purpose  of  increasing  capacity . 

4«     Storms  and  casualties. 

5»     Public  requirements. 

It  is  generally  recognized  by  those  familiar  with  the 

public-utility  business  that  of  the  five  causes  named,  wear 

and  tear,   or  physical  deterioration,   is  the  only  one  the 

effects  of  which  can  be  calculated  with  sufficient  accuracy 
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to  obtain  even  a  reasonable  estimate  of  the  service  life  of 
the  property  units.  As  to  the  other  four  causes,  human  insight 
into  the  future  does  not  permit  more  than  a  guess. 

For  instance,  as  to  obsolescence,  equipment  when  installed 
usually  represents  the  most  approved  types  then  known.  As 
to  whether  a  better  type  v/ill  be  invented  within  one  year, 
twenty  years,  or  not  at  all,  no  one  can  foretell.  The  devel- 
opment of  inadequacy  in  a  property  is  so  dependent  upon  un- 
known futiire  conditions  of  community  and  industrial  develop- 
ment that  only  the  vaguest  idea  can  be  obtained  at  the  time 
of  installation  as  to  whether  the  equipment  will  ever  be 
discarded  because  of  its  inadequacy.  Storms  and  casualties 
follow  no  systematic  order  in  their  recurrence.  As  to  pub- 
lic requirements  necessitating  the  retirement  of  property  be- 
fore it  is  worn  out,  it  would  be  difficult  indeed  to  estimate 
at  the  date  of  installation  of  any  property  the  date  at  which 
public  demands  for  improvements,  in  the  interest  of  public 
convenience,  safety,  or  welfare,  might  require  its  retirement. 

The  advocates  of  the  "retirement  loss  equalization"  meth- 
od do  not  deny  the  existence  of  depreciation  or  retirement 
losses  from  the  various  causes  enumerated,  but  they  consider 
impracticable  and  unnecessa;py  a  formula  that  pretends  to  give 
attention  to  calculations  as  to  the  estimated  life  of  hundreds 
of  thousands  of  pieces  of  machinery  and  equipment  in  a  modern 
pub lie -utility  plant.  As  a  matter  of  fact,  no  attempt  has 
ever  been  made  upon  a  large  scale  actually  to  apply  the  straight- 
line  theory  except  to  a  limited. class  of  property,  such  as 
railroad  cars,  locomotives,  bridges,  large  buildings,  and  similar 
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items.  The  strongest  advocates  of  the  straight-line  method, 
and  the  only  advocates  among  important  public-utility  groups, 
are  those  in  control  of  some  of  the  major  telephone  properties 
of  the  country.  Notwithstanding  their  advocacy  of  the  straight- 
line  theory,  they  have  not  as  yet  applied  it  in  any  real  sense 
in  their  actual  accounting.  They  keep  no  records  of  the  life 
of  a  great  majority  of  the  units  of  the  property.  Reliance 
is  placed  on  so-called  "averages,"  but  investigation  discloses 
that  these  "averages"  are,  in  fact,  mere  guesses,  made  without 
any  recorded  data  from  which  tru.e  averages  can  be  obtained. 

Decisions  of  Courts  Relating  to  Depreciation  or  Retirement 
Losses.-  As  to  the  extent  to  which  depreciation  should  be  an- 
ticipated, it  is  desirable  to  carefully  consider  several  de- 
cisions of  the  U.  S.  Supreme  Court  bearing  on  this  matter*  We 
shall,  therefore,  review  briefly  the  statements  made  by  the 
court  with  reference  to  depreciation  in  the  more  important 
and  oft-quoted  cases,  referring  to  them,  so  far  as  practicable, 
in  chronological  order.  In  studying  the  court's  expressions. 
It  is  well  to  bear  in  mind  that  in  some  places  the  court  is 
speaking  of  depreciation  as  loss  in  value  or  impairment  of 
investment,  while  in  other  cases  attention  is  directed  espe- 
cially to  so-called  depreciation  or  retirement  loss  charges 
against  income.  We  shall  later  endeavor  to  point  out  the 
n-jcessity  of  a  consistent  treatment  of  these  two  aspects  of 
the  matter,  indicating  that  the  relationship  between  them  can- 
not be  ignored. 

There  may  be  differences  of  opinion  as  to  what  really 
constitutes  depreciation,  in  the  sense  of  loss  in  value,  and 
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there  may  be  differences  of  opinion  as  to  whether  the  income 
reservations  for  depreciation  or  retirement  losses  should  be 
made  on  the  straight-line  theory  or  only  for  the  purpose  of 
equalizing  retirement  losses  charged  to  operation  from  year 
to  year.  But  assuming,  for  instance,  that  the  straight-line 
or  elapsed-lifs  theory  is  relied  upon  for  our  conception  of 
depreciation  or  loss  in  value  of  property,  the  charges  to 
operation  must  be  made  in  a  manner  consistent  with  this  con- 
ception of  depreciation.  In  other  woi»ds,  if  the  investor  is 
forced  to  accept  a  reduced  valuation  as  a  basis  for  his  return, 
he  must  be  allowed  to  recover  from  earnings  such  amounts  in 
each  year  as  correspond  to  the  loss  computed  against  him 
annually  in  the  valuation  or  rate  base.  As  we  shall  later 
touch  upon  this  point,  we  now  pass  to  a  review  of  some  of  the 

court  decisions. 

In  United  States  v.  Kansas-Pacific  Railway  Company,  999 
TJ.  S.  455,  the  U.  S.  Supreme  Court,  in  a  decision  handed  down 
in  1878,  said: 

"Only  such  expenditures  as  are  actually  made  can  with 
any  propriety  be  claimed  as  a  deduction  from  earnings." 

In  view  of  the  later  decisions  of  the  court,  this  expression 
has  no  direct  bearing  on  present  consideration  of  the  subject, 
but  is  of  interest  as  shov/ing  that  at  the  date  of  this  decision 
the  Supreme  Court  did  not  recognize  the  propriety  of  providing 
in  advance  for  the  retirement  of  property  by  charges  to  operation. 
The  decision  of  the  court  in  the  ICnoxville  v/ater  case,  handed 
dovm  in  January,  1909,  marks  the  first  definite  recognition  by 
the  court  of  depreciation  as  an  element  in  valuation.  It  also 
marks  the  first  recognition  by  the  court  of  the  propriety  of 


101 


making  provision  out  of  earnings  for  the  replacement  of  prop- 
erty before  the  expendit\i;?e  is  actually  made.     The  following 
quotations  from  the  same  case  are  pertinent  at  this  point: 

"If,  however,  a  couipany  fails  to  perform  its  plain  duty 
and  to  exact  sufficient  returns  to  keep  the  investment 
unimpaired,  whether  this  is  the  result  of  unwarranted 
dividends  upon  overissues  of  securities,  or  of  omis- 
sions to  exact  a  proper  price  for  the  output,  the  f&ult 
is  its  own." 

In  February,   1909,  the  creation  of  reserves  for  deprecia- 
tion was  approved  by  the  court  in  Louisiana  Railroad  Commis- 
sion V.   Cumberland  Telephone  and  Telegraph  Co*    (313  U,   S.,   414): 

That  is  was  right  to  raise  more  money  to  pay  for  deprecia- 
tion than  was  actually  disbursed  for  the  paarticular  year  there 
can  be  no  doubt,  for  a  rejjerve  is  necessary  in  any  business  of 
this  kind,  and  so  it  might  accumulate,  but  to  raise  more  than 
enough  money  for  the  purpose  and  place  the  balance  to  the 
credit  of  capital  upon  which  to  pay  dividends  cannot  be  proper 
treatment." 

This  case  is  important,   for  the  reason  that  it  is  the 
first  specifically  approving  the  creation  of  a  reserve*     This 
decision  is  also  frequently  quoted  as  authority  for  disallow- 
ing a  return  on  property  constructed  by  the  use  of  moneys  re- 
served for  depreciation. 

In  Lincoln  Gas  &  Electric  Light  Company  v#  City  of  Lincoln, 
223  U«   S.   349   (decision  iii  1912),   the  Supreme  Court,   speaking 
of  estimated  depreciation  charges,    said: 

The  question  as  to  what  sum,   if  any,  upon  the  facts  of  this 
case  should  be  annually  deducted  from  the  net  income  as  a 
permanent  maintenance  or  replacement  fVind,   is  novel,  and 
presents  a  grave  problem.     So  far  as  can  be  now  seen,  recon- 
struction and  replacement  charges  have  been  borne  by  current 
revenue.     If  in  the  past  reconstruction  and  replacement  charges 
have  been  met  out  of  current  expenses,  the  fact  must  be  taken 
into  consideration,  both  when  we  come  to  estimating  future  net 
income  and   in  determining  what  sum  shall  be  annually  set  aside 
to  guard  against  future  depreciation  ***  If  the  constantly 
recurring  necessity  to  do  reconstruction  or  replacement  work 
was  in  1907  met  out  of  the  current  income  of  that  year,  thereby 
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diminishing  the  net  income,  the  fact  should  be  given  weight  in 
estimating  future  net  income:  othervrise  there  will  be  a  double 
deduction  on  that  account,  first  by  paying  such  charges  as  they 
occur,  and  thereafter  by  a  contribution  out  of  the  remaining  in- 
come for  the  same  object," 

The  Court  here  discusses  two  methods  of  providing  for  re- 
placements: 

1.  Charging  direct  to  expenses. 

2.  Creating  reserves  against  which  replacements 
would  be  charged. 

It  indicates  no  preference  but  points  out  the  danger  of 
duplication  by  the  use  of  both  methods.  It  is  also  signifi- 
cant that  the  discussion  refers  to  deductions  from  income  as 
constituting  a  "maintenance"  or  "replacement"  fund  to  "guard 
against  futiire  depreciation." 

In  Minnesota  Rate  cases,   230  U.  S.   352,    (June,   1913), 
the  U.   S.   Supreme  Court  said: 

''The  depreciation  in  question  is  not  that  which  has  been 
overcome  by  repairs  and  replacements,   but  is  the  actual  ex- 
isting depreciation  in  the  plant  as  compared  with  the  new  one. 
It  would   seem  to  be  inevitable  that  in  many  parts  of  the  plant 
there  should  be  such  depreciation,  as,   for' example,   in  old   struc- 
tures and  equipment  remaining  on  hand.     And  when  an  estimate  of 
value  is  made  on  the  basis  of  reproduction  new,  the  extent  of 
existing  depreciation  should  be  shown  and  deducted." 

In  Kansas  City  Southern  Railway  Company  v.  United  States, 
in  its  decision  in  December,  1913  (231  U.  S.  423),  the  Supreme 
Court  said: 

The  road  or  the  structures  have  to  be  replaced  with  stronger  or  more 
efficient  instrumentalities.     Abandonments  occasioned  by  changes 
of  this  character  are  therefore  chargeable  to  future  earnings,   for 
tVie  reason  that  the  improved  condition  of  the'  road   is  not  only  de- 
signed to  meet  the  demands  of  the  future,  but  presumably  will  result 
in  economies  of  operation,   and   so  the  resulting  benefits  will  be 
reaped  by  those  who  hold  the   stock  of  the  company  in  the  present  and 
in  the  future.      The  railroad   company  may,    if  it  sees  fit,  anticipate 
general  depreciations,   and  make  provision  for  them  by  establishing 
a  reserve  for  the  purpose;   but  if  no  such  provision  has  been  made 
the  abandonments   should  be  taken  care  of  by  charging  them  to  present 
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or  future  operating  expense.     In  ease^   however,  the  amount  is  so 
large  that  its  inclusion  in  a  carrier's  operating  expenses  for 
a  single  year  would  unduly  burden  the  operating  expense  account 
for  that  year,  the  carrier  may,   if  so  authorized  by  the  Comraission, 
distribute  the  cost  thruout  a  series  of  years. ** 

This   case  clearly  approved  the  principle  that  depreciation 
or  retirement  losses  are  not  necessarily  a  charge  to  earnings 
prior  to  the  date  of  retirement;  that  the  losses  arising  from 
obsolescence  and  inadequacy  particularly  are  a  charge  against 
futuj^e  earnings  • 

Another  Important  decision  In  )iidiich  this   subject  was  dis- 
cussed is  New  York  and  Queens  Gas  Company  y.  Newton  (269  Fed. 
227) ♦     We  quote  from  the  report  of  Special  Master  Gilbert, 
which  was  confirmed  in  the  U»  S«  District  Court,   and  the  de- 
cision of  the  Master  and  of  the  District  Court  affirmed  by  the 
XT.  S.   Supreme  Court   on  March  6,   1922    (258  U.   S.   178) • 

9 

"In  other  words,   in  order  to  keep  abreast  of  improvements  in  the 
art  of  making  and  distributing  gas  when  and  as  it  becomes  economically 
advantageous  to  do   so,  fiind  to  meet  the  growing  demand  of  the  public 
for  service  more  adequately  and  economically  thfiui  would  be  possi- 
ble  thru  merely  making  additions  and  extensions  to  existing  plant 
and  equipment,   larger  or  better  and  more  economical  and  efficient 
units  of  plant  and  equi|jment  are  from  time  to  time  installed,  to 
take  the  place  of  units  which  are  still  operating  as  efficiently 
as  when  first  installed.,     The  loss  due  to  such  supersession  cannot 
properly  be  said  to  have  accrued  during  the  period  the   superseded 
unit  was  in  service.      It  occurred  when  supersession  took  place. 
It  became  a  proper  charge  against  the  economies  to  be  realized  there- 
from.     It   furnished  no  i)asis   for  the  imposition  of  an  additional 
charge  against  the  user  of  the   superseded  unit  during  the  period 
of  its  useful  service,  over  and  above  the  higher  cost  of  operating 
it.     Such  a  charge  could  not  be  justified,  either  on  the  ground  that 
the  unit  was  losing  potential   life,   or  that  the  capital  invested   in 
it  was  being  consumed,  because  neither  is  true." 

The   foregoing  bears  particularly  on  depreciation  from 

obsolescence  and  inadeqxiacy  and  squarely  holds  that  prior  to 

the  time  when  supersession  takes  place  there   is  no  loss   in 

value  or  consumption  of  capital  ana,  therefore,  no  justification 
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for  charges  to  operation  for  depreciation  prior  to  the  re- 
tirement.    This  is  consistent  with  the  decision  in  the  Kansas 
City  Southern  case.     The  following  additional  quotation  from 
the  New  York  and  Queens  Gas  Company  case  is  well  worth  care- 
ful attention,  because  of  the  definite  position  taken  on 
theoretical  depreciation  and,   particularly,  the  consistency 
of  the  position  as  related  both  to  valuation  and  to  charges 
against  income. 

"Even  assuming  that  the  statute  pemitted   such  a  rate 
to  have   imposea  on  the  company's  consumers  an  additWl 
burden  nearly  twice  as  great,  representing  a  purely  t^o 

and  cannot  now  be  sustained  as  to  the  future!  ^     ' 

reseJie^^r^i":  ***^*.''^?  collection  of  an  unnecessary 
IZZtyll  111J:?'^'V^^''^'o-  ^ron.  the  value  o?  the 
property  in  oervice  would  operate  to  effect  a  piecemeal 

bTtS";i?itv  in'tr  °'  *^^  ^'''^'  °^  ^"^«  Proje^r;  ed 
oy  tne  utility  m  its  service.     In  other  words     It  1.= 

really  asking  the  consumer  to  pay  for  the  Blant     tc^     ^ 

of  paying  a  return  on  the  inveSenJ!     It  Sch  a  co™ 

mtion  is  desirable,  of  which  there  is  no  ^Sence     S 

Should  be  effected  openly,  and  not   surreptitiou^i''  ^der 

the^guxse  Of  providing  for  so-called    .thLreticarde;:^':^- 

remirt     rL«L  i  f '  *^  expenditure  of  $6,144.07  for 

repairs,   renewals,  and  replacements,  would  put  the  riant 

tia"S"ir'  "^''^^^^^^y-  ^-^  ^'^"iP-nt  in  conJiti^n  s^b^L^- 
^illZ  r  ^'  ^^*"  *^"^  '"^''  ^'•^°*«''  o*-  installed.**^* 
mirJ^%     rr^""'  ^°^'  "°*'   ^"  "V  °Pi»i°"'  "ensure  a^v  im- 

^JliS-ion  To^ZlT'l    ^"^   '•^P'-«^«"^=^  "-^rely  an  unmatured 
cnnrtf+i«r     !  '^/''^^^^^  ^^^  property  in  efficient  operating 
both  t Jr.       /^  '^!'*'*  earnings;   the  expert  witnesses  o?^ 
i^s  and  ir^-%'"-"l*"'   '"^^  defendants  agreeing  that  it 
T^L       r  L       '^^"'■''^  ^"  efficient  and  first-class  condi- 
tion.    I  therefore  have  not  deducted  this  or  any  other  su™ 
representing  so-called    -accrued  aepreciatio^. Torn  the 

^Sin^an'TiS  "T  '"  ''''''''''''  '"^  Investment  oTthe  com- 
plamant  in  its  gas  property  upon  which  it  is  entitled  to 
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have  its  rate  such  as  to  yield  a  reasonable  return. ** 
The  decision  of  the  TJ.   S.   Supreme  Court   in  Galveston 
Electrlo  Company  v*   City  of  Galveston,   in  April,   1922    (258 
U»   S*   388,   66  L#   ed«   382;   Sup,   Gt,   351),   discussing  deferred 
maintenance  of  street  railway  property,   said: 

"The  company  asked  to  have  allowed  as  a  further  charge 
$29,500  a  year  on  account  of  what   is   called  deferred 
maintenance.   The  contention  is   that  during  the  ^Blt  and 
two  years  following,   the  company  had  deferred  maintenance, 
pursuant  to  a  policy  established  at  the  express  request  of 
the  Government,   to  the  end  that  material  and  labor  might  be 
released  for  war  purposes;   that  to  make  good  this  deferred 
maintenance  would  cost  $197,003;   and  that,   in  order  to  amortize 
this  amount,  an  annual  allowance  from  earnings  of  $29,500  should 
be  made  for  five  years*     This   is  an  attempt,   in  another  form, 
to  capitalize  alleged  past  losses;  and  the  request  was  properly 
refused,  both  by  the  master  and  the  court." 

In  this  case  the  court  appears  to  regard  deferred  main- 
tenance as  depreciation  and  to  follow  the  reasoning  of  the 
Knoxville  decision,   that  the   company  imist  accept  the  loss  as 
its  o?m  fault • 

Another  decision  by  the  Supreme  Court   (June  2,   1924)   in 
Pacific  Gas  &  Electric  Company  v*  City  of  San  Francisco,  which 
we  quote  in  part  on  page     95       holds  that  the  company  shall  not 
be  required  to   stand  a  loss,   not  previously  provided  for  by 
reserves,   of  $800,000,  resulting  from  retirement  of  property 
because   of  obsolescence.      In  this  case  the  retirement  was   caused 
by  the  installation  and  use  of  some  new  patents.     The  change  of 
process  effected  a  very  substantial  saving  in  operating  costs, 
over  $4,000,000,   tho  the  patents  which  m-ade  this  possible  cost 
the  company  only  $46,000,  and  were  included  in  the  valuation 
at   this  figure.     The   court  held  that  the  company   should  be  al- 
lowed to  recover  the  amount  of  the  loss  of  $800,000  worth  of 


106 


property  subsequent  to  its  retirement  or  be  otherwise  com- 
pensated. 

In  Cixmberland  Telephone  &:  Telegraph  Company  v.  City  of 

Louisville,  (l37  Fed.   653^  decided  by  U.  S.  District  Court  of 
Western  District  of  Kentucky,   Judge  Evans  said:  ' 

**The  master,  after  finding  thiit  the  cost  of  the  plant  was 
$1,506, 531  #21,   finds  that  its  present  iralue  is  only 
$1,365, 878*09.     If  this  is  correct,   it  certainly  indicates 
that  in  the  past  enough  money  has  not,   from  tiwe  to  time, 
been  expended  upon  the  reconstruction  and  reinstatement  to 
make  good  the  depreciation  and  keep  the  ever-failing  parts 
of  the  plant  up  to  the  standard  by  resupplying  all  values 
that  have  been  destroyed*** 

It  will  be  observed  that  the  depreciation  found  by  the 
master  was  10  per  cent   of  the  cost  of  plant.     The  court *s 
conclusion  was  that   sufficient  money  had  not  been  expended 
upon  replacement   "to  make  good  the  depreciation"  by  resupply- 
ing all  values  that  have  been  destroyed."     It  cannot  be  pre- 
sumed that  the  court  was  ignorant  of  the  fact  that  in  any  plant 
much  of  the  property  is  of  varying  ages  and,   therefore,  the 
coTirt's  view  that  all  values  destroyed  should  have  been  re- 
supplied  by  "reconstruction  aiad  reinstatement"   seems  clearly 
a  repudiation  of  theoretical  depreciation.     Theoretical  de- 
preciation, based  on  elapsed  life,  represents  large  amounts 
that  cannot  possibly  be  put  back  into  the  plant  without  re- 
building it  entirely  at  a  given  time.     The   court  does  not  sug- 
gest demolishing  the   plant  and  building  it  anew.     All  values 
are  regarded  as  put  back  and  depreciation  made  good  by  keeping 
the  plant   "up  to  the   standard," 

In  Pioneer  Telephgne  &  Telegraph  Company  v.   State,  ^167 
Pac.   195,)  September,   1917,   the  Supreme  Court  of  Oklahoma,   sus- 
taining an  order  of  the  Oklalioma  Commission,   said: 
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"We  have  reached  the  conclusion  that  in  plants  of  con- 
siderable size  that  iiave  attained  their  gait,  to  which 
class  the  plant  herein  is  conceded  to  belong,  there  is 
both  theoretically  and  actually  a  normal  condition  in 
Which  the  replacements  come  along  with  comparative 
evenness,  and  where  there  can  be  no  possible  use  for 
a  so-called  depreciation  fund  of  any  considerable  a- 
mount . 

In  the  case  at  bar,   as  we  have  seen,  the  Commission 
nade  no  deduction  from  the  value  of  the  plant   on  account 
of  depreciation,  but  allowed   -eturns  upon  its  value  as  a 
going  concern,   kept  up  to  a  hlg;h  degree  of  efficiency  by 
replacements  paid  for  out  of  current  revenue.      There  is* no 
principle  of  public  regulation  more  firmly  established  than 
the  right  of  the  company  to  cliarge  in  its  rate  an  amount 
which  will  enable  it  to  make  these  replacements,  and  as  in- 
vestors  put  their  money  into  imblic  utilities  for  the  sake 
of  the  returns  they  will  be  able  to  obtain,  if  the  allow- 
ance for  replacements  is   sufficient  to  keep  up  a  high  de- 
gree of  efficiency  and  prevent  a  lowering  of  the  ability 
of  the  plant  to  earn  returns,  we  are  unable  to  perceive' 
the  necessity  for  building  up  a  fund  to  be  used  for  the 
purpose  of  conteracting  a  purely  theoretical  depreciation. 
The  theory  of  the  Commission  seems  to  be  that  charges   should 
be  made  in  rates   sufficient  to   counteract  or  prevent  de- 
preciation by  replacements,   and  that  when  replacements  are 
thus   fully  provided  for,  ^depreciation  is   counteracted.'     We 
see  no  error  in  this.*' 

Position  of  Utility  Operators    on  Treatment  of  Retirement 
Losses,-  A  study  of  this  subject  would  be  most   superficial  if 
we  did  not  give  careful  consideration  to  the  views  of  those 
who  are  carrying  the  responsibility  of  financing,  managing, 
and  operating  the  various  branches  of  the  public  utility  bus- 
iness •      In  noting  the  opinions  of  leaders  in   the  industry  as 
to  what  constitutes  adequate  maintenance  and  the  proper  meth- 
ods of  providing  for  it,   it   should  be  remembered  that  the  view- 
point of  the  operating  official  may  differ  materially  from  that 
of  the  auditor.     Likewise,   the  official  in  charge  of  finances, 
who  deals  with  investors  or  bankrers  and  brokers  handling  the 
company's  securities,  may  have  quite  another  viewpoint*     Each 
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of  the  large  groups  or  classes  of  utilities,  however,  thru 
its  national  organization,  National  Electric  Light  Associa- 
tion, American  Gas  Association,  American  Water  Works  Associa- 
tion, American  Electric  Railway  Association,  or  American  Rail- 
way Association,  representing  the  ind\istry,  has  reached  quite 
general  agreement  as  to  principles  and  methods  of  accoiinting 
for  depreciation  or  retirement  loss  accounting  applicable  to 
the  business  which  each  organization  represents.  In  stating 
the  position  of  the  different  classes  of  public  utilities  on 
this  question  we  shall  be  guided  by  the  expressions  of  those 
authorized  to  speak  for  the  respective  classes  of  utilities 
tliru  their  organizations. 

The  position  of  the  different  utility  groups  on  the  treat- 
ment of  depreciation  or  retirement  losses  may  be  indicated  as 
follows: 

!•  The  electric  light  and  power  utilities,  thru  their  or- 
ganization, National  Electric  Light  Association,  are  op- 
posed to  the  "straights  line"  method  as  a  basis  for  deter- 
mining the  charge  to  operating  expenses  for  retirement 
losses.  They  are  equally  opposed  to  it  as  a  means  of 
determining  loss  in  value  of  property.  Retirement-loss- 
equalization  method  is  favored. 

2.  The  gas  utilities  take  the  same  position  as  the  electric 
light  and  pov/er  utilities.  Some  large  individual  companies 
in  this  group  favor  ctiarging  all  replacements  direct  to 
operation,  keeping  no  reserves. 

3.  The  American  Electric  Railway  Association  does  not  fav- 
or the  "straight -line"  method  of  computing  retirement  losses. 
The  retirement-loss-equalization  method  is  indorsed.  In 
dealing  with  depreciation  as  related  to  value  or  rate  base, 
the  procedure  follov/ed  by  the  Wisconsin  Railroad  Commission 
is  approved. 

4.  The  steam  railroads  are  opposed  to  the  "straight-line" 
method  of  computing  charges  to  operating  expenses  for 
retirement  losses.  They  are  equally  opposed  to  this  meth- 
od as  a  means  of  determining  loss  in  value  of  property. 
Retirement-loss-equalization  method  is  favored. 
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• 

5.  The  water  utilities  do  not  favor  the  "straight-line" 
theory.  They  approve  the  use  of  the  sinking-ftmd  method, 
both  in  computing  the  charges  to  operation  for  retirement 
losses  and  in  determining  loss  in  value  of  property. 

6.  The  telephone  companies  controlling  the  major  part  of 
the  telephone  business  in  the  United  States  advocate  the 
"straight-line"  method  in  determining  the  charge  to  operat- 
ing expenses  for  retirement  losses,  but  re.iect  li;  as  a 
method  for  determining  loss  in  value  of  property. 

In  the  above  summary  it  will  be  noted  that  the  telephone 
companies  constitute  the  only  class  of  public  utilities  that 
approves  the  "straight-line  method",  for  determining  deprecia- 
tion charges  but  another  method  for  determining  loss  in  value 
of  property.  This  has  been  noticeable  in  several  recent  rate 
cases,  in  which  it  has  been  shown  that  reserves  created  on  the 
straight-line  basis  equal  between  35  and  40  per  cent  of  the 
book  value  of  the  depreciable  property. 

In  the  cases  referred  to,  the  engineers  of  the  telephone 
companies  reported  that  actual  deterioration  of  property,  as 
found  by  inspection,  is  less  than  10  per  cent  of  book  values. 
In  one  important  case  involving  telephone  property,  the  apprais- 
al of  the  property  value  showing  reproduction  cost  of  approximate 
ly  $150,000,000  was  made  by  using  the  sinking-fund  basis,  assum- 
ing interest  compounded  at  4  per  cent,  for  calculating  the  ded- 
uction for  depreciation,  tho  the  company  had  never  kept  any 
such  fund.  The  sinking-fo-nd  basis,  however,  was  applied  only 
in  appraising  buildings.  The  depreciation  of  other  parts  of 
the  property  was  determined  hsr  "Inspection"  made  by  an  engineer 
of  the  company.  The  charge  to  operations  for  depreciation  was 
calculated  by  the  straight-line  method.   Thus,  in  a  single  rate 
case  there  were  presented  results  under  three  different  methods. 
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The  company  claimed  that  the  combination  of  "sinking-fund" 
and  "inspection"  methods  sh<>uld  be  used  in  determining  how 
much  depreciation  existed  in  the  property.  By  these  methods 
as  applied  by  the  company  the  indicated  depreciation  amounted 
to  S^   per  cent  of  book  values.  The  reserve  shown  by  the  books 
accumulated  on  the  "straight-line"  method  was  over  30  per  cent. 

Such  presentations  as  this  greatly  tend  to  confuse  the 
issues,  to  throw  depreciation  theories  into  disrepute,  and  to 
raise  questions,  the  discussion  and  litigation  of  which  is  ul- 
timately of  advantage  neither  to  the  utility  nor  to  the  public 
served. 

In  discussing  on  succeeding  pages  the  position  of  the 
reulatory  commissions,  attention  has  been  called  to  the  danger 
of  impairment  of  investors^  rights  by  a  practice  the  reverse 
of  that  outlined  above,  namely,  that  of  making  theoretical  de- 
preciation deductions  from  valuation  without  the  investor  al- 
lowing annual  recoupment  on  the  same  basis  thru  charges  to  in- 
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In  the  one  case  the  utility  would  collect  from  the  public 
served  under  the  guise  of  depreciation  charges  more  than  the 
loss  required  to  be  made  good,  while  in  the  other  case  it  would 
be  required  to  accept  a  loss,  since  it  was  not  permitted  to 
charge  to  earnings  sixfficient  to  equal  the  loss  computed  on  a 
theoretical  basis  in  establishing  the  rate  base.  Thus  the  ef- 
fect of  destroying  a  part  of  the  investment  was  the  result. 

The  following  quotations  from  authorized  representatives 
of  the  different  classes  of  utilities  will  give  a  fair  idea  of 
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the  prevailing  views  on  the  subject  of  depreciation  or  retire- 
ment losses. 

« 

Electric  Light  and  Power  Companies,-  In  discussing  this 
subject  before  the  Interstate  Commerce  Commission,  Hon.  Carl 
D«  Jackson,  formerly  chairman  of  the  Wisconsin  Railroad  Com- 
mission,  stated  the  view  of  the  National  Electric  Light  Asso- 
ciation and  of  the  American  Gas  Association,   as  follows: 

"There  is  no  vraste  of  assets  which  will  not  be  taken  care 
of  thru  ordinary  maintenance  and  an  equalizing  of  retirement 
losses." 

"Ko  such  accounting  system  as;  proposed   (referring  to  straight- 
line  method  y   is  necessary  to  insure  the   integrity  of  the   in- 
vestment *  *  *.      Impairment  of  investment  could  only  mean  such 
change  in  the  physical  condition  of  the  property  as  would  affect 
its  earnings  or  organic  efficiency  or  the  real  market  value  of 
its   secfurities." 

"The  formula  laid  down  here   I  referring  to   straight-line  method; 
for  our  property  on  a  unit  beisis  is  a  liquidation  and  amortiza- 
tion formula  *  *  *.      It  would  require  us  to  set  up  a  reserve, 
leaving  salvage  aside,  amounting  to  practically  50  per  cent  of 
our  property,  which  reserve   could  never  be  used  for  retirement 
purposes  unless  we  are  going  out  of  business,  and  if  we  are  go- 
ing out  of  business  we  do  not  want  50  per  cent.  We  want  100  per 
cent   if  we  can  get  it.      That  mathematics   is  simple,   and   it   is 
that  any  reserve  built  up  on  this  mathematical  formula  for  these 
classes  of  property  on  a  life  basis  can  never  be  used  unless  all 
the  property  is  going  to  become  new  at  one  time.     This  property 
toeps  going  out  here  and  there  year  by  year.       It  does  not  go  out 
all  at  one  time.     In  the  larger  companies  it  almost  equalizes  it- 
self thmout  the  years." 

Mr.   Jackson  quotes,  with  approval,  a  statement  made  "by 
Mr^  George  C*  Mathews,    statistician  of  the  Wisconsin  Railroad 
Commission,  a  man  v;hose  experience  and  judgment  qualifies  him 
to  speak  with  authority  on  this   subject,  as  follows: 

"The   classifications  (Commissioners'    classifications) 
nowhere  refer  to  any  reserve  account  being  intended 
to  cover  the  difference  between  the  original   cost 
and  such  conception  of  value  as  results  from  a  theo- 
retical diminution  in  accordance  with  age.     Unless 
we  are  prepared  to  think  of  the  railroad  business  as^ 
one  whose  whole  life  is  to  terminate  and  whose  activi- 
ties are  to  cease,  a  reserve  on  any  such  basis  would  be 
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useless.  No  one  contends  tliat  the  railroads,  or  any 
individual  road  of  any  magnitude,  vfill  ever  be  entirely 
restored  to  a  condition  where  all  items  of  property  are 
new.   Such  a  condition  7/ould  involve  a  quite  impossible 
coincidence  of  retirement  dates  on  all  property,  or  it 
would  mean  that  property  still  retaining  a  great  deal 
of  capacity  to  render  service  would  be  retired •" 

Electric -Railway  Companies^  >  The  American  Electric  Rail- 
way Association  Committee  on  Valuation  in  its  1924  report  says: 

In  view  of  the  facts  that  the  minor  elements  of  railway 
property  which  gradually  wear  out  are  renewed  thru  operating 
expense  vrithout  the  accumulation  of  reserves,  and  that  more  im- 
portant elements  rarely  wear  out  but  abruptly  cease  to  be  use- 
ful at  times  which  cannot  be  forseen,  or,  if  foreseen,  should 
not  have  their  retirement  provided  for  in  advance,  the  Committee 
is  of  the  opinion  that  computations  of  and  deductions  for  accrued 
depreciation  based  upon  inspection  of  property  or  its  estimated 
useful  life  should  have  no  part  in  valuation  proceedings  for  rate- 
making  purposes. 

The  Committee  does  not  hold  that  no  reserves  should  be 
accumulated  for  future  retirements  of  property  not  normally 
chargeable  to  maintenance.  On  the  contrary,  it  urges  that  suffi- 
cient reserves  be  accumulated  reasonably  to  provide  for  antici- 
pated retirements  and  for  contingencies.   Such  reserves  may  be 
substantially  less  than  required  to  offset  the  theoretical  de- 
preciation above  considered.   It  may  not  always  be  wise  to  limit 
reserves  to  these  purposes  and  proportions.  Where  the  cormiis- 
sions  having  jurisdiction  over  public -utility  property  or  the 
courts  to  which  appeals  may  be  taken  have  a  definitely  established 
practice  of  making  deductions  for  accrued  depreciation  in  deter- 
mining fair  value  *  *  *  it  is  wise  to  accumulate  adequate  de- 
preciation reserves  as  an  insurance  against  loss  in  such  pro- 
ceedings, 

"It  is  pointed  out,  however,  that  such  insurance  usually  in- 
volves higher  charges  to  patrons  on  account  of  the  unnecessarily 
large  reserve  which  they  are  called  upon  to  create,  and  that  the 
protection  thereby  afforded  to  the  utility  at  the  expense  of  its 
customers  serves  no  useful  purpose  whatever,  other  than  insurance 
against  a  practice  involving  depreciation,  which  has  no  logical 
foundation  under  the  conditions  surrounding  regulated  public 
utilities.  *  *  * 

The  Committee  is  of  the  opinion  that  deductions  in  valua- 
tion for  depreciation,  even  to  the  extent  of  existing  reserves, 
really  servo  no  useful  purpose,,  and  that  the  entire  question  of 
such  deductions  may  be  avoided  thru  a  method  adopted  by  certain 
commissions  which  avoid  injust5.ce  to  any  interested  parties.  In 
its  decision  in  the  Buluth  Street  Railway  case  (1923  P.U.R.  1923D, 
705,736,)  the  Wisconsin  Commission  established  a  rate  base  without 
any  deduction  for  accrued  depreciation,  but  held  that  the  income 
from  the  reserve  should  be  credited  to  the  reserve,  thereby  re» 
ducing  the  current  provisions  for  retirements  to  be  collected  from 
patrons.  *  *  * 
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"The  Committee  indorses  this  procedure  adopted  by  the  Wis- 
consin Commission  as  a  sound  and  logical  solution  of  the  question 
of  accrued  depreciation  and  a  means  of  avoiding  further  contro- 
versies over  this  problem  which  has  confused  many  past  valuations. 
♦  *  * 

"The  Comjnittee  finds  *  *  *  the  action  of  the  National 
Association  of  Railroad  and  Utilities  Commissioners  in  recommend- 
ing uniform  classifications  of  accounts  for  electric  and  gas 
utilities,  these  classifications  being  the  only  national  system 
so  far  developed  by  the  state  commissions,  to  be  in  accord  with 
its  recommendations  in  this  and  previous  reports,  in  that  reserves 
are  provided,  not  for  accrued  depreciation,  but,  rather,  to  equalize 
the  cost  of  retirements  and  to  make  reasonable  provision  for  con- 
tingencies. The  word  'depreciation*  does  not  anywhere  appear  in 
the  uniform  system  of  accounts  already  adopted  by  more  than  one- 
half  of  the  state  commissions.  *  *  * 

**It  is  significant  that,  consistent  with  the  provisions 
of  these  uniform  accounting  systems,  certain  state  commissions  have 
fixed  definite  limits  to  the  accumulation  of  retirement  reserves, 
which  limits  have  no  apparent  relation  to  theoretical  depreciation 
existing  in  the  properties.   There  is  further  significance  in  the 
flexibility  in  retirement  appropriations  provided  for  in  the  elec- 
tric and  gas  accounting  systems,  which  recognize  that  there  is  no 
such  factor  as  a  uniformly  ajid  definitely  accruing  depreciation, 
but  rather,  that  retirements  which  occur  without  regularity  can 
adequately  be  provided  for  by  a  reserve  applicable  to  the  property 
as  a  whole.  *  *  * 

"The  Committee  recommends  that  the  Association,  thru  appro- 
priate committees,  undertake  to  co-operate  with  the  state  commissions 
in  eliminating  from  accounting  methods  for  electric  railways  any 
requirement  for  uniform  charges  for  depreciation  based  upon  esti- 
mated useful  life  of  the  property,  and  in  substituting  therefor 
the  more  flexible  system  of  appropriations  for  retirements  prescribed 
for  other  utilities." 

Steam-Railway  Companies, -  W»  G»  Brantley,  speaking  before 

the  Interstate  Commerce  Commission  in  behalf  of  the  steam-rail- 


road companies  of  the  U. 
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with  reference  to  depreciation  or 


retirement  charges  of  steam-railroad  properties,   recently  stated: 

"The  carriers   say  it  is  clearly  impossible  for  them,  based 
upon  their  past  experience,  upon  their  knowledge  of  these  prop- 
erties, to  forecast  at  all  as  to  how  long  this  bridge  will  be 
here,  or  how  long  this   station  building  will  be  here,   or  how 
long  any  of  these  properties  will  last.     It  is  an  absolute  guess. 
They  say  it  is  better  for  them,   it  is  better  for  the  public,  when 
these  retirements  actually  have  to  be  made,  to  make  them  and  charge 
the  cost  to  operation.     And  they  answer  your  first  question  as  to 
whether  or  not  a  depreciation  reserve  has  any  other  purpose  than 
to  equalize  the  cost  of  these  retirements  from  year  to  year,  by 
saying  that  they  know  of  no  other  purpose  that  it   serves  or  could 
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serve,  and  that  depreciation  reserve  is  not  necessary,  so  far  as 
their  properties  are  concerned,  in  order  to  equalize  operating 
expenses,  because  their  experience  shows  that  these  operating  ex- 
penses, these  costs  of  retirement,  do  nov/  in  actual  experience 
from  year  to  year  fairly  equalize  themselves,  sufficiently  so  for 
all  practical  purposes, 

»»*  *  *  There  may  be  on  this  road  some  great  structure,  one 
or  more,  that  if  thru  some  casualty  it  had  to  go  out  in 
one  year  it  might  unduly  burden  the  operating  expenses  of 
that  year.   That  might  be  true  on  one  road,  and  yet  that 
same  piece  of  property  on  another  road,  the  other  road 
being  so  much  larger,  would  not  affect  the  operating  ex- 
penses of  the  larger  road,  Ihit  wherever  the  retirement 
of  any  one  or  two  or  more  vei^y  large  and  expensive  proper- 
ties, considering  the  road  tliat  ovms  them,  would  unduly 
burden  operating  expenses  for  the  year  of  the  retirement, 
the  carriers  think  it  may  be  well  enough,  and  they  would 
like  the  privilege  of  setting  up  a  depreciation  reserve 
in  anticipation  of  the  retirement  of  such  structures.  *  *  ♦ 

You  have  the  suggestion  of  the  carriers  that  they  be  allowed 
to  continue  to  do  as  they  hai'^e  always  done  since  there  has 
been  a  railroad— charge  the  cost  of  these  retirements  to  op- 
eration as  the  costs  are  incurred,  with  the  privilege  to 
them  of  setting  up  depreciation  reserves  for  certain  of 
their  large  and  more  expensive  structures  as  they  may  feel 
it  good  financial  policy  to  do. 

"Then  you  have  the  suggestion,  as  I  understand  it,  that 
comes  from  our  friends  of  the  electric  and  gas  associations, 
that  there  be  set  up  a  reserve  for  equalization  purposes, 
to  equalize  the  cost  of  retirements,  but  that  it  not  be 
set  up  by  formula  or  arbitrary  rule,  but  set  up  with  full 
knowledge  and  after  full  consideration  of  the  facts  of  the 
particular  property  as  to  the  probable  amount  that  from 
year  to  year  has  to  be  incurred  for  these  retirements.  *  *  * 

"It  is  not  substantially  different,  as  I  see  it,  from  what 
the  carriers,  the  railroads,  are  here  asking  to  do,  as  I 
have  just  outlined  it.  And  what  we  ask  we  think  would  ac- 
complish every  purpose  that  is  necessary  to  be  accomplished 
toward  the  equalization  of  operating  expenses.** 

Water«-Supply  Companies.-  The  subject  of  depreciation  of 
waterworks  property  is  discussed  in  the  final  report  of  the 
Coimnittee  on  Depreciation  of  the  American  Water  Works  Associa- 
tion, as  follows: 

"In  life  expectancy,  the  sinking-fund  methods  should  always 
be  applied  to  determine  the  amortization  rate  of  important 
and  valuable  units,  the  useful  life  of  which  extends  over 


11& 


a  series  of  years.  Such  annual  payments  for  renewal  are 
naturally  kept  in  reserve  funds  and  properly  invested,  so 
as  to  earn  interest  until  needed,  the  interest  logically 
and  properly  reducing  somewhat  the  annual  payment  needed 
for  final  replacement. 

"straight-line  depreciation,  on  the  other  hand,  is  an  ap- 
proximation only,  and  only  has  excuse  when  the  life  of  the 
unit  to  which  it  is  applied  is  short  or  its  value  small.  * 
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"It  should  be  -oointed  out  here  that  in  all  valuation  and 
rate-regulation  questions,   straight-line  depreciation  ap- 
plied to  long-lived   structures  is  very  unjust  to  the  public, 
for  the  reason  that  the  piblic  in  the  end  pays  the  entire 
depreciation  bill,  and  if  that  bill  is  computed  by  methods 
which  ignore  interest,   and  tl'ius   set  aside  more  annual   re- 
placement funds  than  are  really  necessary,  the  public  will 
suffer  the  difference. 

"Provisions   for  taking  care  of  future  depreciation, 

"1.     Provide  for  all  ordinary,  more  or  less  continuous, 
maintenance  as  an  ordinary  operating  charge. 

"2.     Create,  where  possible,  a  separate  reserve  fund  for 
depreciation,   sufficient  to  cover  all  losses   in 
value  other  than  those  covered  under  ordinary  mainte- 
nance.    Such  fund   should  earn  interest,  and  is   subject 
to  withdrawal  for  replacement  when  needed  from  time 
to  time. 

"3.     Test  the  adequacy  of  the  reserve  fund  by  careful  tech- 
nical appraisal  and  review  its   sufficiency,  once,   say, 
every  ferw  years,   and  adjust  its  annual  increment  as 
seems  to  be  necessary." 
(Journal  of  Am.  W.  W.  Assoc.   -  March  1919  -  pp.   85-133) 

Gas  Companies^-  Speaking  before  the   Interstate  Commerce 

Coimnission  on  April  19,   1924,   Mr.  William  L.   Ransom,   of  the 

New  York  bar,   in  behalf  of  the  Consolidated  Gas  Company  of  New 

York,    said: 

"I  represent  here  an  industry  which  has  existed  100  years  in  the 
City  of  HevT  York  --  40  years  as  the  present  company — and  in  that  time 
we  have  never  made  up  a  life  table:  we  have  never  charged  any  con- 
sumer with  one  dollar  which  was  anything  except  the  actual  cost  of 
operations,  including  retirements  on  the  basis  of  actual  expense.  We 
have  plants  and  properties  which  I  think  it  is  admitted  are  as  effi- 
cient and  up-to-date  and  economical  as  any  in  the  world  in  that  in- 
dustry, yet  we  have  never  had  a  depreciation  reserve;  have  not  any 
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today,  and  never  burdened  oiir  constoners  with  any  such  reserve,  and 
never  will.     V/e  have  been  in  the  courts  and  before  the  commissions. 
There  is  no  public  utility  in  the  country  whose  rates  and  affairs 
have  bean  more  frequently  litigated.     The  companies  of  this  system 
have  been  to  the  Supreme  Court  of  the  United  States  in  at  least  a 
dozen  cases;  before  state  commissions,   in  state  courts  and  Federal 
courts,  time  after  time;  and  there  has  never  been  a  dollar  deducted 
from  the  value  of  the  propei*ties  of  any  company  of  this  system  in 
New  York  City  for  straight-line  depreciation  or  any  other  kind  of  de- 
preciation, unless  we  except  a  deduction  for  a  negligible  amount  of 
deferred  maintenance," 

The  policy  of  the  Consolidated  Gas  Company  of  maintain- 
ing no  reserves  for  depreciation  or  retirement  losses  shows 
the  opinion  of  its  officers  to  be  somewhat  different  from  the 
consensus  of  opinion  among  the  members  of  the  American  Gas  As- 
sociation, which  we  have  noted  in  the  argument  In  their  behalf 
by  Mr»   Jackson. 

In  a  recent  brief  filed  In  the  Supreme  Court   of  Illinois 
on  behalf  of  the  Peoples  Gas  Light  and  Coke  Company   (of  Chicago) 
by  Mr.   George  A.   Cooke,   formerly  a  member  of  the  Illinois  Supreme 
Court,   it  is   said: 

"The  essential  hypotnesis  on  which  theoretical  depreciation  is 
founded,  is  that  the  value  of  each  item  diminishes  uniformly  thru- 
out  the  years  of  its  useful  life.     This  hypothesis  is  utterly  false. 

"Even  tho  the  separate  units  may  have  a  limited  term  of  use- 
fulness,  it  is  not  true  that  the  life  of  the  vrhole  plant  is  thus 
limited.      It  is   intended  for   continued   service  under  the  perpetual 
charter  of  the  company,  and  it  is   constantly  renewing  its  life,   over- 
coming the  effects  of  time,  wear  and  tear,  obsolescence,  and  inadequacy, 
and  thereby  maintaining  its  usefulness  and  value   impaired. 

"Under  adequate  rates,   the  cost  of  repairs,   renewals,  and  replace- 
ments is  met  out  of  revenues;    in  a  plant  of  this  character,  the  regu- 
larity of  such  demands  makes  it  unnecessary  to  accumulate  any  consider- 
able fund  for  such  purposes. 

"With  the  property  adequately  maintained  and  a  full  return  upon 
its  value  allowed,  no  fund  is  needed  to  protect  the  investor  against 
theoretical  depreciation.     If  none  is  needed,  none  should  be  provided. 
If  none  is  provided,  there  should  be  no  corresponding  deduction  from 
value • " 

Treatment  of  Retirement  Losses  by  Regulatory  Commissions, - 
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The  subject  of  depreciation  for  retirement  losses  of  telephone 
companies,  railroads,  gas,  and  electric  utilities  has  been 
discussed  recently  at  great  length  before  the  Interstate  Com- 
merce Commission.  These  discussions  were  in  connection  with 
a  study  being  made  by  the  Commission  with  a  view  to  determin- 
ing the  action  to  be  taken  by  it  under  Section  20,  Paragraph 
5,  of  the  Interstate  Commerce  Act*  By  this  section  the  Act 
was  amended  in  1920  so  as  to  authorize  the  Interstate  Commerce 
Commission  to  prescribe  the  percentages  of  depreciation  which 
common  carriers  subject  to  the  Act,  which  includes  telephone 
companies,  shall  charge  to  operating  expenses. 

Altho  the  electric  and  gas  utilities  are  not  subject  to 
the  jurisdiction  of  the  Interstate  Commerce  Commission,  they 
participated  in  the  discussion.  Their  reasons  for  so  doing 
were  that  as  large  shippers  of  coal  and  other  commodities  they 
were  vitally  Interested  in  the  subject  of  depreciation  charges, 
because  of  its  bearing  on  railroad  freight  rates.  Another 
reason  given  for  their  participation  was  that  if  any  improper 
or  unsound  methods  should  be  established  by  the  Interstate 
Commerce  Commission,  the  tendency  would  be  to  extend  such  meth- 
ods to  other  public-utility  industries. 

The  Commission  has  completed  taking  testimony  and  hearing 
argument  relative  to  depreciation  charges  of  telephone  compan- 
ies and  steam  railroads  {I.C.C.  Docket  Hos.  14700  and  15100), 
but  has  not  yet  announced  its  decision  as  to  the  basis  on  which 
depreciation  charges  shall  be  computed. 

The  depreciation  section  of  the  Comm-lssion  in  a  report  to 
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the  Commission  has  recciaraended  the  adoption  of  the  "straight- 
line"  method.  It  disapproves  of  the  use  of  the  "sinking-fund" 
method.  Altho  advocating  the  "straight-line"  method,  the  re- 
port of  the  depreciation  section  with  reference  to  depreciation 
charges  of  telephone  companies  presents  a  formula  the  effect 
of  v/hich  would  appear  to  be  to  equalize  retirement  losses  from 
year  to  year  rather  than  to  provide  a  reserve  on  the  straight- 
line  theory. 

This  report  abandons  the  idea  of  separate  accounting  for 
each  unit  and  uses  instead  the  average  of  total  requirements 
for  each  class  of  property.  With  reference  to  railroad  prop- 
erty, the  report  concedes  the  impracticability  of  applying 
either  straight-line  or  sinking-fund  depreciation  accounting 
to  a  "very  su.bstantial  part  of  railroad  property. 

In  announcing  hearings  on  this  subject,  the  Interstate 
Commerce  Commission  requested  that  there  be  a  discussion  of 
the  question,  "Has  a  depreciation  reserve  any  othe^r  purpose 
than  to  provide  a  means  of  equalizing  the  effect  of  property 
retirement  so  that  the  disproportionate  burden  may  not  fall 
upon  the  operations  of  any  one  year?  If  so,  what  other  pur- 
pose or  purposes  has  it?"  The  fact  that  the  Commission  in- 
vited discussion  on  this  question  would  seem  to  indicate  that 
it  is  not  definitely  committed  to  any  method.  If  the  Commission 
were  satisfied  that  the  advocates  of  the  straight-line  method 
are  correct  in  their  assvimption  that  the  Khoxville  decision 
of  the  Supreme  Court  settled  the  law  on  this  qtiestion  and  that 
it  requires  the  use  of  the  straight-line  method,  a  discussion 
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of  the  question  proposed  by  the  Commission  would  be  futile. 

Very  great  interest  attaches  to  the  action  of  the  Com-  . 
mission  in  this  matter,  not  only  because  of  its  deep  signif- 
icance alike  to  the  carriers  and  to  the  public,  but  also  in 
view  of  the  commission's  previous  adherence  to  the  straight- 
line  method  in  determining  loss  in  value  in  connection  with 
the  valuation  of  railroad  proj^erty.  It  is  difficult  to  see 
how  the  Commission  can  apply  the  straight-line  theory  in  val- 
uation cases  and  at  the  same  time  apply  to  the  detennlnation 
of  depreciation  charges  to  operation  any  method  producing  sub- 
stantially different  results* 

If  the  valuation  on  which  the  Investor  is  to  be  allowed  a 
return  Is  reduced  to  an  extent  proportionate  to  the  aggregate 
of  the  estimated  expired  life  of  each  piece  of  equipment,  and 
if  there  is  not  allowed  by  the  Commission  in  its  rate  decisions, 
revenues  sufficient  to  cover  depreciation  charges  to  operation 
on  the  same  basis  so  that  for  a  given  year  the  cash  reserved 
for  depreciation  shall  equal  the  amount  that  would  be  deducted 
by  the  Commission  for  loss  in  property  value  during  the  same 
year,  confiscation  of  property  and  impairment  of  investment 

will  follow. 

The  result  of  applying  one  method  in  valuation  and  another 
in  computing  depreciation  charges  to  operation  may  be  shown  by 
the  following  illustration: 

The  Interstate  Commerce  Commission  is  now  making  its  first 
valuation  of  the  railroads  of  the  United  States*  We  will  assume 
that  the  valuation  placed  on  one  of  these  railroads  at  the  present 
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time  is  $500,000,000,  and  that  in  arriving  at  this  "fair  value" 
it  has  deducted  depreciation  on  the  straight-line  basis*  The 
Interstate  Commerce  Commission  also  fixes  the  rates  to  be 
charged  by  railroad  companies,  and  in  computing  the  revenues 
required  by  this  railroad  the  Commission  allows  $10,000,000 
per  year  for  depreciation,  to  be  included  in  operating  expense* 
The  depreciation  of  the  property,  however,  on  the  straight- 
line  basis  would  be  $20,000,000  per  year.  The  Commission  must 
keep  the  valuation  of  railroad  property  up  to  date,  and  in  de- 
termining valuation  five  years  later,  asstuning  that  it  applies 
the  straight-line  method  of  depreciation  as  it  did  in  the  first 
valuation,  and  assaying  tliat  the  same  amount  and  kind  of  prop- 
erty is  in  service,  the  depreciation  or  loss  in  value  for  five 
years  would  be  $100,000,000.  The  company,  having  been  allowed 
$10,000,000  per  year,  or  only  $50,000,000  for  the  five  years, 
would  therefore  have  suffered  a  deduction  of  $50,000,000  for 
the  five  years  more  than  it  had  been  allowed  to  collect  for 
the  purpose  of  preserving  the  property  in  a  serviceable  con- 
dition and  keeping  its  value  unimpaired. 

The  above  illustration  will  serve  to  show  why  the  basis 
used  in  valuation  must  be  consistently  applied  as  to  future 
charges  to  income.  The  railroads  have  quite  generally  charged 
replacements  of  much  of  their  property  to  operating  expense  as 
the  replacements  became  necessary*  Ties  and  rails  are  conspic- 
uous examples  of  replacements  so  made.  The  Commission  now  finds, 
of  course,  that  the  ties  in  service  are  of  varying  ages,  approx- 
imately 50  per  cent  of  the  life  on  the  average  having  expired. 
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There  is  no  reserve  to  cover  this  theoretical  loss  of  half 
the  value  of  ties*  The  question  is.  Shall  the  investment  in 
ties  be  correspondingly  depreciated? 

A  significant  statement  in  a  recent  brief  of  counsel  for 
the  Commission  is  as  follows: 

"That  in  a  nature  road  there  is  a  constant  50  per  cent 
tie  condition  means  merely  that  only  a  50  per  cent  re- 
serve need  be  set  up  *  *  *•  But  to  avoid  inequity 
in  recognizing  50  per  cent  tie  condition  a  deprecia- 
tion account  is  provided  in  the  uniform  system  of  ac- 
counts whereby  the  carrier  can  recoup  from  the  pub- 
lic, if  it  chooses  to  do  S0;»  the  50  per  cent  deducted  •" 

The  carrier  must  not  only  "choose"  to  recoup  the  necessary 
amount,  but  it  must,  tinder  regulation  of  rates,  be  allowed 
to  do  so  by  the  Interstate  Commerce  Conmiission,   It  would  seem 
to  be  the  inference  from  this  argument  that  the  fact  that  a 
carrier  has  not  chosen  or  been  allowed  to  set  up  a  50  per  cent 
reserve  in  the  past,  the  deduction  must  be  made  in  the  valuation 
on  the  ground  that  under  the  Knoxville  decision  it  was  the 
carrier *s  own  fault  that  it  failed  to  provide  such  re serve • 

It  will  be  interesting  to  note  the  attitude  taken  on  this 
question  when  it  comes  to  the  Supreme  Court,  having  in  mind 
the  opinion  of  the  court  in  the  Kansas  City  Southern  Railway 
case  and  the  recent  decision  in  the  Pacific  Gas  and  Electric 
case,  both  of  which  we  have  heretofore  quoted  in  part. 

On  this  point  some  pertinent  observations  are  made  by 
Commissioner  Eastman,  of  the  Interstate  Commerce  Commission, 
in  his  dissenting  opinion  filed  in  connection  with  the  finding 
of  the  majority  of  the  commissioners  in  Valuation  Docket  No.  25, 
concerning  the  valuation  of  the  San  Pedro,  Los  Angeles  &  Salt 
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Lake  R.  R.  Co.    (June  7,   1923).     The  Conmiissloner  said: 

In  my  judgment,  depreciation  should  be  deducted  from  'value  for 
rate-making  purposes. t  where  a  property  has  been  well  maintained 
to  the  extent  that  it   is  necessary  in  successful  operation  to 
create  a  reserve  fund  for  protection  against  depreciation.     Viewed 
in  this  light,   I  am  led  to  the  conclusion  that  the  deduction  which 
the  majority  have  made  for  depreciation  in  estimating  cost  of  re- 
production less  depreciation  may  be  too  large.      If,   for  example, 
ties  have  been  properly  maintained,  a  deduction  of  50  per  cent  for 
depreciation  impresses  me  as  theoretical  rather  than  real. 

If  earnings  in  the  past  have  been  insufficient  to  enable  the 
company  to  make  proper  provision  against  depreciation,  this  ffcict, 
it   seems  to  me,  may  well  be  considered,  as  in  the  case  of  losses 
during  the  development  period,   in  determining  the   »fair  return' 
necessary  to  attract  further  investment  of  capital". 

In  the  proceedings  before  the  Interstate  Commerce  Commis- 
sion referred  to  above,   in  connection  with  depreciation  charges 
of  telephone   companies  and  steam  railroads,   the  National  Associa- 
.tion  of  Railroad  and  Utilities  Commissioners  presented,  thru 
the   Chairman  of  the  Association's  Committee  on  Depreciation, 
Mr*   Thome  A.  Browne,  a  statement  of  its  views.     The  following 
is  a  part  of  the   statement  on  behalf  of  this  Association: 

As  a   special  committee,  we   said  we  indorsed  the 
equalization  or  retirement  basis  when  applied  to 
such  companies  as  telephone  companies  now  are, 
who  have  been  in  existence  a  considerable  time, 
and   have  reasonable  reserves.   *   *   * 

"Now,    it  has  been  said  that  you  must  protect  your 
property.      I   just  want  to   show  you  for  a  moment 
what  will  happen.     Let  us  t^ike  this  assiunption: 
You  have  got  two  companies  of  the   same  size,    the 
same  physical  characteristics,  the   same  revenue, 
the  same   expenditures,   the   same  rate  of  paying 
dividends.     One  of  them  follows  the  method   set 
forth  here  by  the  telephone  companies;   the  other 
follows  the  method  set  forth  here  by  the  steam- 
railroad  companies,  as  a  matter  of  accounting. 
They  have  identically  the  sajae  expenditures,  un- 
der my  proposal.      I  don't  care  whether  it   is  five 
years  or  fifteen  years  or  t^^enty  years,  one  cycle 
or  two  cycles,  they  Trill  each  of  them  have  the 
same  property  at  the  end  of  the  period.     It  yrill 
never  disappear.     They  will  spend  all  that  is 
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necessary  to  keep  the  thing  going  in  either  In- 
stance, but  one  of  them  will  have  earned  enough 
to  pass  over  to  the  depreciation  reserve  what 
they  call  expense •  The  other  denies  that  it  is 
expense  and  will  have  passed  it  over  to  the  free 
surplus,  and  both  of  them,  we  will  say,  will  have 
invested  that  money  in  additional  plant  and  not 
capitalized  it.  In  the  covirse  of  time,  under  the 
same  identical  rates,  expenditures,  life,  and  with 
free  surplus  undisturbed,  one  will  have  in  the  re- 
serve for  depreciation  but  invested  in  additional 
plant,  approximately  60  per  cent  of  the  total  cost 
of  the  property.  The  other  will  have  it  over  here 
in  the  surplus,  but  there  will  be  no  difference 
whatever  in  the  property.  There  will  be  no  diminu- 
tion of  service,  no  diminu'sion  of  efficiency,  no 
possibility  of  the  plants  disappearing.  It  is  all 
an  accounting  matter. 

••l  favor  the  steam  railroaiis*  proposition  for  one 
thing  if  not  for  anything  else,  and  that  is  that 
it  is  consistent.  They  say  the  same  thing  re^rd- 
less  of  what  kind  of  a  case  they  have  up.  It  has 
been  said  here  by  one  respondent  that  we  must  keep 
this  separate  from  valuation.  Gentlemen,  accounts 
are  records  of  ffeict,  and  if  the  accounts  say  there 
is  a  certain  depreciation,  that  ought  to  be  the 
fact,  ought  it  not?  You  cannot  separate  the  two 
things.  But,  we  do  have  this  sort  of  a  situation, 
repeated  and  repeated  again,  that  a  public  utility 
will  say,  •  We  have  used  up  our  property  at  a  cer- 
tain rate.  Let  me  illustra.te  by  what  has  been 
said  to  me  by  the  Illinoig;  Commerce  Commission; 
there  had  accrued  under  this  formula,  30  per  cent. 
Now,  it  is  said  here  that  that  is  a  part  of  the 
OToperty  used  up.  That  moans  it  is  gone,  does  it 
not?   It  is  not  there  in  ^ralue.  The  30  per  cent, 
of  course  they  have  set  tlrnt  aside  and  invested  it 
over  here  in  additions  and  betterments,  so  that  the 
property  is  all  here.  It  is  a  very  conservative 
method,  but  when  they  went  into  the  valuation  case, 
they  said  'That  is  not  true.  We  have  got  92  per 
cent  of  our  property  left.'  Now,  I  insist  that  they 
mast  be  wrong  one  time  or  other;  that  if  their  prop- 
erty  is  in  90  per  cent  condition  and  they  have  got 
30  per  cent  in  depreciation  reserve,  20  per  cent 
of  that  ia  misnamed,  and  it  is  'surplus.'   I  have 
no  objection  to  sumluses,  but  if  they  have  30  per 
cent  in  reserve,  it  does  represent  loss  of  property, 
and  they  cannot  claim  that  it  is  in  90  per  cent  con- 
dition at  another  time." 


The  matter  of  depreciation  or  retirement  loss  in  connection 
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with  electric,  gas,  and  water  utilities  is  under  the  jtirisdic- 
tion  of  the  various  state  regulatory  commissions.  The  National 
Association  of  Railroad  and  Utilities  Commissioners,  to  which 
reference  has  been  made,  is  a  voluntary  organization  of  the 
various  state  commissions*  Its  recommendations  and  findings 
are  advisory  in  character  and  not  controlling  as  to  the  matters 
committed  to  the  individual  commissions  by  the  laws  of  the  sev- 
eral states.  For  the  purpose  of  ascertaining  the  position  taken 
by  the  commissions  in  various  states  it  is,  therefore,  necessary 
to  examine  the  decisions  of  such  commissions. 

The  subject  of  depreciation  and  retirement  losses  is  usu- 
ally dealt  with  in  cases  coming  before  the  commissions  in- 
volving the  rates  for  service  of  individual  companies.  In  such 
cases  the  commission  must  determine  what  amount  or  percentage 
constitutes  a  proper  charge  for  depreciation  to  be  incl\ided 
in  operating  expenses  and  what  amount,  if  any,  must  be  de- 
ducted for  depreciation  in  determining  the  value  of  property* 
We  cannot,  therefore,  quote  at  length  from  such. 

The  following  extracts  from  recent  decisions  will  indicate 
the  trend  of  thought  and  practice  on  this  subject  as  revealed 
in  the  decisions  of  certain  commissions  and  co\irts: 

The  Michigan  Public  Utilities  Commission,  in  a  decision 
dated  March  1,  1924,  relative  to  raters  of  the  Monroe  Gas  Light 
&  Fuel  Company,  said: 

"It  is  not  denied  by  this  utility,  however,  that 
its  retirals  up  to  the  present  time  have  not 
equaled  the  amount  of  reserve  set  aside;  and  it 
is  not  claimed  that  the  comp8.ny  now  has  in  mind 
any  large  program  of  immediate  future  retirals. 
We  do  not  believe  that  the  ra.tepayers  should 
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be  charged  with  excessive  amounts  for  that  purpose. 
As  a  matter  of  fiact,  the  ajnounts  for  retirements 
of  property  should,  as  nearly  as  possible,  merely 
equal  from  year  to  year  the  actual  retirals  that 
become  necessary  *  *  *.     We  think  on  the  whole, 
however,  that  upon  the  showing  made,  allowance  for 
retirals  should  not  at  the  present  time  exceed 
7  cents  per  M  cubic  feet  of  gas  sold,  and  we  so  find." 

The  Maryland  Public  Service  Commission  in  a  recent  deci- 
sion relative  to  the  rates  of  consolidated  Gas  &  Electric 
Light  &  Power  Company  of  Baltimore    (opinion  7609) 
said: 

"With  neither  the  method  nor  the  rate  employed  by 
the  company  in  its  depreciation  calculations 
will  we  now  interfere,  but  it  is  our  view  that 
when  the  accumulated  depreciation  reserves  shall 
amount  to  10  per  cent  of  the  fair  value  of  the 
property,   future  accretions  shall  be  made  only 
to  the  extent  of  the  net  retirements* 

The  Oregon  Public  Service  Commission  in  a  decision  rela- 
tive to  rates  of  the  Idaho  Power  Company   (Febiniary  1,   1924, 
Order  No.   1045),   said: 

"where  many  replacements  are^  made  thru  the 
maintenance  accounts,   it  becomes  well-nigh  im- 
possible to  estimate  the  proper  allowance  to  be 
made  for  the  retirements  charged  as  such.      There 
apparently  is  no  exact  line  of  definition  be- 
tween maintenance  and  retir<5ment.     Both  may  be 
deferred  beyond  the  period  wherein  they  should 
be  charged  to  the  ratepayer*     A  provision  for 
both  as  an  upkeep  allowance  based  upon  the  actual 
experience  and  history  of  a   series  of  years  re- 
moves the  foregoing  objections  and  is,  therefore, 
to  be  much  preferred  for  rei^ulatory  purposes. 

^e  find  ♦  *  * 

"That  a  reasonable  and  proper  allowance  for 
upkeep  for  both  maintenance  and  retirement  ex- 
pense for  the  year  1922  is  $389,000;  and  that, 
unless  otherwise  ordered  by  the  Commission,  for 
1923  and  for  each  succeedini^  year  thereafter  the 
alloviance  for  upkeep  should  be  $380,000  plus  an 
amount  derived  by  applying  to  the  net  additions 
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since  Dec.   31,   1922,    in  any  fixed -capital  ac- 
count,  the  actual  annual  upkeep  percentage   (ra- 
tio of  the   sum  of  actual  maintenance  cost  and 
actual  realized  retirement  cost  to  average  amount 
of  depreciable  fixed   capital   of  the   same  kind )   for 
the  five  calendar  years  next  preceding. 

**That  the  remainder  of  the  upkeep  allowance 
*  ♦  *  after  deducting  all  operating  maintenance 
charges  therefrom  should  be  charged  to  operating 
expenses  as  a  depreciation  (or  retirement;  expense 
and  concurrently  credited  to  the  depreciation  re- 
serve • 

The  Indiana  Public  Service  Coinraission  in  a  recent  de- 
cision relative  to  telephone  rates  of  the  Indiana  Bell  Tele- 
phone Company   (Case  6764) fixed  a  depreciation  rate  at  4  per 
cent  of  the  book  cost  of  the  entire  plant.     The  commission 
stated  tJiat  this  would  provide  for  all  retirements  and  leave 
an  ample  sum  for  extraordinary  contingencies  and  unrealized 
depreciation.     With  reference  to  the  amount  that  would  be  pro- 
vided in  excess  of  retirements  it  said: 

This  excess  should  be  permitted  to  accumulate  un- 
til  such  time  when  the  depreciation  reserve  (in- 
cluding the  balance  now  in  such  fund)  has  reached 
a  sum  equal  to  10  per  cent  of  the  book  cost  of  the 
property.  ** 

The  Pennsylvania  Public  Service  Commission  in  a  deal- 
ing with  rates  of  Johnstown  Water  Company  (P.U.R.   192SD,   p.   36), 
said: 

Considering  that  respondent's  property  has  been 
and  is  being  well  maintained,  the  comnission  will 
allow  $30,000  annually  as  a  reserve  for  depreciation, 
which  sum  is  approximately  three-fourths  of  1  per 
cent  on  so  much  of  respondent's  property  as  is  depreciable. 

The  commission  has  not   stated  the  processes  by  which  it 
arrives  at  this  amount,  but  the  language  used  and  the  percent- 
age mentioned,  which,  according  to  the  straight-line  method. 
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would  mean  an  estimated  life  of  approximately  133  years, 
makes  it  clear  that  the  commission  did  not  use  a  theoretical 

basis* 

The  Wisconsin  Railroad  Commission  in  dealing  with  the  sub- 
ject of  depreciation  has  given  recognition  and  very  careful 
consideration  to  the  relationship  between  loss  in  value,  in 
valuations  for  rate-making  purposes,  and  the  depreciation 
charge  against  income.  The  following  quotations  from  1^e  com- 
mission's orders  in  cases  involving  the  rates  of  the  Duluth 
Street  Railway  and  the  Wisconsin  Telephone  Company  give  a  good 
idea  of  the  reasoning  of  the  commission. 

In  the  IXiluth  Street  Railway  case,  (P.U.R.  1923D,  736,)  the 

commission  says: 

''A  second  method  of  giving  consideration  to  accrued  de- 
preciation, altho  the  effect  of  such  depreciation  is  not 
measured  by  a  deduction  from  the  rate  base,  is  to  compute 
the  rate  of  return  upon  the  rate  base  before  giving  effect  to 
accrued  depreciation,  which  means  that  the  utility  is  per- 
mitted to  earn  a  return  upon  all  property,  including  that 
built  from. reinvested  reserves,  and  to  provide  for  a  credit 
of  interest  to  the  reserve  based  upon  the  reserve  balance  *  *  * 
The  result  of  providing  for  the  credit  or  payment  of  interest 
to  the  reserve  means  that  to  the  extent  that  such  interest 
increases  the  reserve  the  necessary  charge  to  operating  ex- 
penses U   diminished,  and  consequently,  while  the  return  to  be 
provided,  in  total,  is  greater  than  where  the  effect  of  ac- 
crued depreciation  is  considered  directly  in  the  rate  base, 
the  cost  to  the  customer  is  not  greater,  because  the  amount 
of  operating  expenses  which  he  has  to  meet  is  diminished  to 
the  extent  that  interest  added  to  the  reserve  makes  it  nec- 
essary to  charge  operating  expenses  in  order  to  provide  the 
reserve.   Therefore,  if  the  provision  for  depreciation  is 
made  upon  a  proper  basis  there  is  no  necessity  for  giving 
effect  to  accrued  depreciation  directly,  in  determining  the 
rate  base,  altho  to  determir.e  value  as  distinct  from^the 
rate  base  such  procedure  would  probably  be  required. 

The  following  quotations  from  the  order  of  the  Wisconsin 

Commission  in  an  order  dated  February  26,  1925,  relative  to 

rates  of  Wisconsin  Telegraph  Company,  explain  somewhat  more 
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fully  the  coimnission^s  view  of  the  correct  procedure,   (a)   in 
cases  v/here  the  reserve  Is  of  the  same  amount  as  the  actual  de- 
preciation, and  (b)   in  cases  where  the  reserve  is  in  excess  of 
actual  depreciation. 

(a;   "To  the  extent  that  roserve  represents  a  real  decline 
in  value  the  rate  base  should  be  reduced.      This  reduction 
can  be  accomplished  either  by  direct  deduction  from  the  un- 
depreciated whole,  or,  not  making  such  direct  subtraction, 
^y  applying  the  earnings  permitted  on  that  amount  or  a  fair* 
part  of  them,  for  the  benefit  of  the  customers  whose  payments 
credited  to  the  reserve  have  protected  the  telephone  company 
against  depreciation  losses,   ♦  *  * 

"The  sinking-fund  method,  by  applying  for  the  benefit  of 
customers  earnings  on  amounts  which  might  be  deducted  directly 
from^capital,  accomplishes   such  reduction  in  effect, 
(b;   "To  the  extent  that  the  reserve  may  be  in  excess  of  actual 
depreciation,   it  can  only  represent  advance  provision  of  capital 
to  meet  a  loss  to  occur  latfer,  and  fairness  to  those  who  have 
made  that  advance  provision  requires  that  they  be  given  a  benefit 
from  the  use  of  such  capital.     The  sinking-fund  method  is  the 
practicable  way  of  extending  such  benefit." 

The  provisions  of  the  classifications  of  accounts,   ap- 
proved by  the  National  Association  of  Railway  and  Utilities 
Commissioners  and  adopted  in  many  of  the   states,   contain  the 
following  language  with  reference  to  so-called  depreciation 
charges,  designated  in  the   classifications  as  "retirement  ex- 
pense : " 

Pur£cse:    "Equalize  from  year  to  year,  as  nearly  as  is  practi- 
cable, the  losses  incident  to  important  retirements  *  *  *.     It  is 
the  intent  *  *  *  that  a  reserve  shall  be  provided  *   ♦  *  sufficient 
to  cover  all  retirement  losses  that  may  reasonably  be  expected.   *  *  * 
The  excess  over  the  balance  contained  in  the  reserve  should  be 
charged  to  Account  132,    'Property  Abandoned,'   or  other  appropriate 
account,   *  *  *  when  such  loss  has  not  been  provided  for  in  advance 
through  a  reserve." 

II 

Basis  of  charge     should  be  upon  a  basis  determined  to  be  equitable 
according  to  the  accounting  company's  experience  and  best   sources 
of  information,  and  should  in  all  cases  be  sufficient  to  provide  during 
a  period  of  years  a  reserve  against  which  can  be  written  off  all  loss- 
es  sustained  upon  the  retirement  of  property  for  any  cause  whatsoever." 

The  foregoing  quotations  contain  no  reference  to  any 
specific  method  of  computing  the  charge  to  operation  for  re- 
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tirement  losses.   It  is  clearly  the  intent  to  provide  out  of 
income  for  all  losses  that  occur.   It  is  just  as  clearly  the 
purpose  to  provide  for  such  losses  in  advance  of  retirement 
so  far  as  they  may  "reasonably  be  expected." 

There  is  a  frank  recognition  of  the  impracticability  of 
providing  in  advance  for  all  losses.   Those  v/hich  can  be  an- 
ticipated by  the  exercise  of  reasonable  judgment  and  fore- 
sight are  to  be  provided  for.  The  account  "Property  Abandon- 
ed" is  to  be  used  as  a  medium  for  charging  off  losses  which  have 
not  been  provided  for  thru  a  reserve.   The  provisions  of  the 
classifications,  therefore,  are  intended  to  assure  complete 
provision  for  retirement  losses,  but  instead  of  building  up 
useless  reserves  on  some  theory  impossible  of  practical  applic- 
ation, the  reserves  are  to  be  based  upon  each  company's  experi- 
ence and  best  sources  of  infor:matlon.   The  classifications  of 
accounts  do  not  attempt  to  lay  down  any  rule  that  would  be 
applicable  to  all  utilities,  bat  plainly  recognizes  the  fact 
that  the  experience  and  circumstances  of  each  particular  prop- 
erty must  be  considered  in  determining  the  retirement -expense 
charge  for  that  property • 

Combination  of  Maintenance  and  Retirement  Expense.  -  A  method 
frequently  employed  by  regulatory  commissions  when  obliged  to 
determine  the  amount  of  income  that  must  be  provided  for  the 
upkeep  of  property  is  to  ascertain  from  the  records  the  amount 
required  to  meet  both  current  maintenance  and  retirement  losses 
during  past  years,  determine  its  ratio  to  the  property  in  ser- 
vice, and  make  allowance  for  future  expense  accordingly.   The 
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percentage  allowed  for  the  future  period  are  not  necessarily 
the  same  percentages  that  have  been  found  necessary  in  the 
past,  as  consideration  must  be  given  to  any  changes  in  the 
types  of  property  or  the  conditions  of  its  use  which  are  like- 
ly to  affect  its  period  of  usefulness  and,  therefore,  the  amount 
of  retirement  loss  to  be  provided  for  annually*  Consideration 
must  also  be  given  to  any  extraordinary  quantity  of  fixed  capi- 
tal recently  added  on  which  comparatively  little  maintenance  has 
been  required. 

The  purpose  of  this  method  of  procedure  is  to  avoid  the 
evils  that  might  come  from  incorrect  estimates  as  to  the  de- 
preciation or  retirement  losses.   It  is  recognized  that  under 
any  accounting  rules  that  may  be  prescribed  there  is  likely  to 
ensue  some  differences  in  the  interpretation  and  method  of  ap- 
plication in  the  accounts  by  the  accounting  organizations  of 
different  companies.  The  dividing  line  between  units  of  prop- 
erty for  v/hich  reserves  are  provided  and  the  units  charged  dir- 
ect to  operating  expenses  is  not  always  clearly  drawn* 

Nximerous  cases  have  come  to  the  writer's  attention  in 
which  provision  was  made  in  the  reserve  for  writing  off  the 
cost  of  certain  classes  of  property,  but  when  the  time  came  for 
replacement  the  charges  therefor  v/ere  made  direct  to  operating 
expenses  and  the  reserve  applicable  to  such  parts  remained  un- 
used. VJhere  the  reserve  is  set  up  on  the  "straight-^line*'  or 
"sinking-fund"  method  it  is  particularly  important  that  strict 
observance  be  made  of  the  rule  that  the  reserve  shall  be  used 
for  charging  off  all  items  for  which  depreciation  charges  have 
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been  made,   and  no  other  items • 

The  practice  of  commissions  in  combining  the  current  main- 
tenance and  retirement  expense  accounts  in  rate  cases  does  not 
prevent  companies  from  keeping;  on  their  books   separate  accounts 
for  "maintenance"   and  "retirement"   expense.     The  combination 
of  the  maintenance  and  repairs  charged  direct  to  expense  and 
the  retirements  charged  against  the  reserve  is   simply  for  the 
purpose  of  obtaining  more  exact  results  and  avoiding  as  much 
as  possible  the   serious  consequences  that  might  arise  from  ir- 
regularities in  the  accounting  procedure • 

An  illustration  of  this  method  of  dealing  with  maintenance 

and  retirement  expense  in  rate  cases  is  found  in  the  decision 

of  the  Illinois  Commerce  Commission,   rendered  August  16,   1923, 

prescribing  rates  for  the  Illinois  Bell  Telephone  Company  in 

the  City  of  Chicago.     The   comjcaission  said: 

"We  find,  and  the  records  show,  that  the  company  does 
not  possess  the  information  that  would  permit  this 
commission  to  make  a  finding  as  to  the  proper  annual 
requirement  to  cover  depreciation  when  it  is  con- 
sidered separate  from  maintenance.     We  do  have  ex- 
cellent ground  upon  which  to  forecast  what  the  com- 
bined maintenance  and  retirement   requirements  will  be. 


*  It  * 


"The  commission  will  depart  from  the  method  employed 
by  the  company  and  will  in  its  findings  provide  a  com- 
bined maintenance  and  replacement  allowance  which  is 
adequate  and  sufficient  in  the  judgment  of  the  com- 
mission to  fully  protect  the  investment  in  this  prop- 
erty and  permit  the  company  to  accrue  a  reserve  in 
the  anticipation  of  property  retirements.  The  com- 
mission does  not  deem  is  advisable  to  restrict  the 
allowance  to  that  whieh  experience  has  shown  is  bare- 
ly necessary,  for  such  action  might  result  in  un- 
necessary economies  on  the  part  of  the  company  with 
a  corresponding  decrease  in  the  quality  of  the  service 


If 


to  the  consumer.   ♦  ♦  ♦ 


In  a  brief  filed  in  the  U.  S*  District  Court  involving 
the  same  question,  the  commission  said: 
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''The  order  of  the  cominission,   if  made  effective,  does 
not  interfere  with  a  proper  keeping;  of  depreciation 
accounts.      It  simply  provides  an  amount  for  maintenance 
or  upkeep  of  the  property  which  is  adequate  to  cover 
both  maintenance  and  depreciation  with  a  reasonable 
margin  of  safety.     The  division  between  these  two  ac- 
counts is  a  matter  of  bookkeeping.     The  important 
question  here  is  not  how  maintenance  accounts   should 
be  divided  as  between  current  maintenance  and  depreciation, 
but  is  a  question  as  to  what  amount  of  money  meets  the 
Company's  requirements  for  such  expenses." 

Business  Consideration  Affecting   the  Provision  Made   for  De- 
preciation«   -  A  perusal  of  many  discussions  on  depreciation, 
particularly  matters  presented  before  commissions  and  courts, 
discloses  that  the  engineering,   legal,  and  accounting  phases 
have  been  given  much  attention,  but  that  some  of  its  broader 
aspects  in  the  nature  of  financial,   economic,  and  business  con- 
sideration have  often  received  scant  attention.     The  engineer 
dealing  with  the  subject  frequently  follows  an  analytical  pro- 
cess.    He  inventories  the  property  piece  by  piece,   considers 
its  cost  or  value  new,  as  a  separate  piece  of  material,  mach- 
inery,  or  unit  of  the  plant,   and  by  further  considering  its 
probable  life,   its  age,  present  condition,   serviceability, 
probable  scrap  value,  and  other  factors,  he  arrives  at  an 
opinion  of  the  present  value  of  the  separate  parts  or  classes 
of  units*     These  values  are  then  summed  up  to  give  his  concep- 
tion of  present  value,   or  value  new  less  depreciation,  of  the 
entire  property,     Not  uncommonly  such  appraisals  fail  to  take 
into  consideration  the  accounting  methods  employed  by  the  com- 
pany in  connection  with  replacements,  whether  they  have  in  the 
past  been  charged  direct  to  operation,   the  amount  and  the  use 
made  of  reserves,   the  basis  on  which  accumulated,  and  other  re- 
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lated  matters. 

The  experienced  judgment  of  the  engineer  and  his  analy- 
tical methods  are  most  helpftxl,  in  fact  indispensable,  but 
when  we  approach  the  question,  "What  constitutes  depreciation 
in  the  sense  of  loss  of  investment  value?"  we  deal  with  a 
question  that  cannot  be  answered  alone  out  of  the  engineer's 
knowledge  and  skill,  nor  will  accounting  analyses  or  legal 
opinions  suffice. 

In  connection  with  the  consideration  of  loss  of  invest- 
ment values  as  a  result  of  what  is  called  "depreciation,"  it 
seems  pertinent  to  observe  some  of  the  characteristics  of  the 
public -utility  business  and  the  conditions  under  which  prop- 
erty is  employed  with  reference  to  - 

1.  Its  permanency. 

2.  Its  unity. 

3.  The  extent  to  which  a  reserve  on  a  theoretical  elapsed   life 
basx8  can  actually  be  used  while  the  enterprise  is  a  ^oin^ 
concern,  ^  &"-»•"& 

4.  Whether  a  reserve  would  actually  protect  the  investment  if 
the  enterprise  ceased. 

5.  The  investor's  relation  to  the  depreciation  question,  partic- 
ularly  as  regards  the  use  of  depreciation  reserves  in  lieu  of 
new  capital.  "  ^^ 

Peiroanency  of  Public-Utility  Industry,   -  Altho  the  public- 
utility  industries  are  relatively  new  as  measured  by  standards 
of  recorded  history,   they  are  to-day  property  regarded  as  per- 
manent institutions  -  as  permanent  as  the  communities  which 
they  serve.     Without  them  the   complex  social  and  commercial 
life  of  modern  civilisation,  with  our  great  cities  and  wide- 
ly extended  national  interests,   could  not  have  developed.     Nor 
could  it   continue   to  exist  without  the   vast  facilities  for 
transportation  and  comirmnication  between  different  places,   or 


1S4 


without  the  Instruments  of  local  public -utility  service  fur- 
nishing water,  light,  heat,  and  power,  with  their  accompany- 
ing time  and  labor  saving  inventions • 

Kl/hen  a  company  accepts  a  franchise  to  render  one  of  these 
public-utility  services  it  obligates  itself  to  construct  and 
maintain  a  plant  for  continuous,  permanent  use.  Notwithstanding 
the  fact  that  some  municipal  grants  of  authority  for  the  use 
of  streets  may  run  only  for  a  limited  period,  no  public  util- 
ity constructs  a  plant  with  any  expectation  that  its  life  and 
usefulness  are  so  limited.   If  such  were  anticipated,  plants 
would  never  be  built  except  upon  absolute  assurance  that  the 
whole  Investment  could  be  amortized  during  the  limited  period. 
Such  amortization  would  mean  that  the  public  served  would  pay 
the  entire  cost  of  the  property.  The  consumers  do  not  usually 
want  to  buy  the  property.  For  them  to  do  so  would  mean  a 
gratuitous  investment  on  their  part  in  order  that  succeeding 
generations  of  consumers  ml^it   be  relieved  of  part  of  the  cost 

of  service. 

The  property  of  a  public  utility  must,  therefore,  be  re- 
garded as  a  permanent  property,  not  as  one  in  which  the  in- 
vestment must  be  amortized  and  the  business  liquidated.  The 
question  of  depreciation  of  such  property  is,  therefore,  a 
question  of  continuing  it  indefinitely  as  a  going  concern; 
in  other  words,  paying  the  cost  of  retiring  and  replacing  parts 
of  the  plant  just  so  fast  and  no  faster  than  demanded  by  con- 
siderations of  hlglily  efficient  but  economical  operation. 
Unity  of  the  Public -Utility  Enterprise.  -  Thcee  members  of  the 
community  who  as  investors  put  their  money  into  a  public-utility 
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enterprise  thru  piirchase  of  stocks  and  bonds,  view  It  as  one 
enterprise-,  one  property,  one  Instrument  of  service.  The  com- 
ponent elements  of  brick,  pipes,  wire,  poles,  and  machinery 
have  little  Significance  to  the  investor.  It  is  the  pro|>erty 
as  a  whole  that  renders  service,  that  produces  income,  that 
is  a  thing  of  value;  it  is  that  property  which  must  be  valued 
for  rate-making  purposes  as  a  living,  going  concern;  it  is  that 
property  that  must  be  maintained  as  a  useful  instrument  of  ser- 
vice •  It  is  neither  desirable  nor  possible  to  keep  each  of 
the  tens  of  thousands  of  caaponent  parts  of  the  property  in 
a  state  of  perpetual  newness.  In  the  normal  operating  con- 
dition the  parts  are  of  varying  ages. 

When  each  part  of  the  equipment  becomes  worn  out  so  that 
it  does  not  do  its  work  efficiently,  it  is  replaced  with  a  new 
piece.  Such  replacements  go  on  daily,  monthly,  and  yearly, 
and  the  plant  goes  on  operating  as  efficiently  and  is  as  cap- 
able of  producing  its  output  as  the  day  it  began.  Does  this 
condition  of  itself  render  the  bonds  of  the  company  less  se- 
cure or  reduce  their  value  on  the  market?  The  answer  of  the 
Investor  recorded  in  the  security  markets  is  "no/' 

The  larger  electric  light  and  power  properties  probably 
could  not  be  built  in  less  than  five  years ♦  time.   By  the 
time  the  property  is  ready  to  operate  a  definite  and  ascer- 
tainable part  of  its  value  is  gone,  if  we  accept  the  straight- 
line  theory,  altho  its  advocates,  in  practice,  do  not  recog- 
nize any  depreciation  prior  to  the  beginning  of  operations. 

Shall  we  accept  their  theory  and  say  that  the  investment 
is  impaired  at  the  moment  that  operations  begin?  or  shall  we 
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accept  their  practice ^  which  seems  to  ass-ume  that  the  prop- 
erty investment  is  intact  when  operations  begin? 

If  we  take  the  latter  view  as  correct,  shall  we  then  ac- 
cept the  doctrine  that  from  the  moment  of  its  first  use  the 
plant  decreases  in  value  in  proportion  to  the  increase  in  the 
elapsed  life  in  the  multitudinous  parts  of  the  plant?  Again, 
the  investor  answers,  "no,"  by  offering  more  for  the  bonds 
after  a  few  years*  operation  has  seasoned  them. 

What  is  desired  is  a  serviceable  and  efficient  property 
that  will  function  as  good  or  better  than  a  new  property* 
Machinery  that  has  been  in  use  for  a  period  may  well  function 
better  than  immediately  after  its  installation.  The  investor 
wants  dividends  and  the  assurance  of  their  continuance,  which 
means  safety  of  investment.  He  wants  to  know  that  the  prop- 
erty is  maintained  in  good  condition  out  of  earnings,  so  that 
he  will  not  be  called  upon  for  additional  capital  to  maintain 
the  property  and  preserve  its  earning  power.  This  is  the  test 
that  he  applies*  He  cares  little  whether  that  end  is  attained 
by  estimating  some  of  the  expense  in  advance  or  by  simply  pay- 
ing it  when  it  falls  due. 

Since  the  theory  of  straight-line  depreciation  rests  on 
the  assumption  that  the  investor  will  suffer  loss  if  this  the- 
ory be  not  applied,  it  seems  entirely  pertinent  to  inquire  as 
to  his  position  and  to  see  whether  he  regards  his  investment 
jeopardized  when  the  more  customary  methods  of  providing  for 
maintenance  are  followed.  We  have  already  noted  his  expres- 
sions of  opinion  as  reflected  in  market  quotations  of  secur- 
ities. Another  form  in  which  the  investor  may  be  said  to  have 
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recorded  an  expression  as  to  the  bearing  of  depreciation  ac- 
counting upon  investment  values  is  fovmd  in  the  mortgages  con- 
stit\iting  the  contract  between  the  bondholder  and  the  utility- 
corporation,  setting  forth  the  terms  under  which  he  places  his 
money  at  the  disposal  of  the  corporation.  Many  of  these  mort- 
gages contain  a  provision  that  the  company  shall  expend  a  cer- 
tain percentage  of  its  gross  revenues  annually  for  "mainten- 
ance,'' or,  if  not  all  expended  during  the  year,  the  balance 
shall  be  held  in  reserve  for  use  in  subsequent  years. 

It  is  sometimes  provided  tliat  the  accumulated  reserve, 
when  not  needed  for  replacements,  may  be  invested  in  additions 
to  property.  The  v/riter  has  examined  many  such  mortgages  and 
has  never  found  one  in  which  any  reference  v/as  made  to  estim- 
ated life  of  property  or  anything  remotely  suggesting  the  use 
of  the  straight-line  theory  of  depreciation.  The  percentages 
are  usixally  based  on  earnings,  thus  clearly  indicating  that 
the  investor's  idea  of  security  of  investment  centers  in  the 
preservation  of  earning  power  of  the  property  as  an  operating 
unit  • 

We  have  noted  the  fact  that  the  Consolidated  Gas  Company 
of  New  York  City  has  never  had  a  reserve  for  depreciation, 
that  its  plants  have  operated  one  hundred  years,  and  are  now 
claimed  to  be  among  the  most  efficient  gas  plants  in  the  world; 
that  no  depreciation  has  ever  been  deducted  from  valuation  in 
the  various  rate  cases  before  the  courts.  This  company's  se- 
ctirities  are  now  held  in  high  esteem  by  investors,  indicating 
no  fear  on  their  part  of  any  impairment  of  investment. 
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It  is  interesting  to  note  that  current  quotations  on  the 
New  York  Stock  Exchange  of  the  common  stock  of  this  company 
show  it  selling  at  a  price  to  yield  slightly  less  to  the 
stockholder  than  the  common  stock  of  the  American  Telephone 
&  Telegraph  Company,  which  company  has  probably  the  largest 
depreciation  reserves  of  any  public  utility  in  the  United 
States •  The  American  Telephone  &  Telegraph  Company  has  much 
larger  assets  than  the  Consolidated  Gas  Company  and  its  busi- 
ness has  the  advantage  of  not  being  dependent  upon  a  single 
community  or  section  of  the  countrjr^  and  yet  we  find  investors 
preferring  to  buy  Gas  Company *s  stock  at  a  price  that  yields 
somewhat  less  than  the  Telephone  stock.  TO.ether  the  purchasers, 
in  making  the  difference  in  price,  thus  indicating  a  willing- 
ness to  accept  a  lower  yield  on  the  gas  stock,  do  so  because 
of  its  supposed  greater  safety,  we  cannot  say,  but  certainly 
they  do  not  appear  to  have  any  alarm  about  the  absence  of  a  re- 
serve on  the  books  of  the  Gas  Company.  They  cannot  be  ignorant 
of  the  facts,  as  the  balance  sheets  are  frequently  published. 
Many  instances  of  this  kind  could  be  cited,  showing  that  in- 
vestors give  their  principal  attention  to  matters  other  than 
depreciation  theories. 

Reserves  Based  on  Blapsed-Life  Theory  Not  Needed.  -  A  public 
utility  cannot  use,  so  long  as  it  is  a  going  concern,  all  of 
a  reserve  based  on  the  straight-line  theory.  As  already  point- 
ed out,  the  reserves  on  this  theory  reach  and  remain  at  a  point 
approximately  50  per  cent  of  the  plant  cost,  the  amoimt  fluctu- 
ating around  this  figure.  Tihis  is  because,  on  an  average, 
half  of  the  life  of  individual  parts  has  expired  -  some  parts 
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being  new,  some  old,  others  at  various  intermediate  stages 
of  elapsed  life.  But  to  take  them  out  before  their  full  ser- 
vice has  been  given  means  useless  waste.   It  is,  therefore, 
utterly  impossible  to  ever  use  the  major  part  of  a  reserve 
on  the  straight -line  theory •  The   most  that  can  ever  be  used 
will  be  such  amount  as  needed  to  meet  the  greatest  demand  at 

any  one  time. 

For  instance,  if  a  $100,000,000  property  should  normally 
have  a  reserve  of  $50,000,000  (50  per  cent),  and  in  some  year 
it  becomes  necessary  to  retire  $10,000,000  worth  of  property, 
the  reserve  would  be  reduced  to  $40,000,000,  not  considering 
the  normal  additions  to  the  reserve  for  the  year.  Such  a 
large  proportion  of  the  plant  would  rarely  be  retired  during 
a  single  year,  but  assuming  that  this  marks  the  greatest  de- 
mand to  be  made  at  one  time,  the  balance  of  $40,000,000  will 
remain  permanently  unused  for  depreciation  purposes  so  long 
as  the  business  endures*  If  the  investment  increases  from 
year  to  year  the  amount  of  unused  reserves  will  increase  in 
approximately  the  same  proportion. 

Investment  Hot  Made  Secure  by  Reserves  on  Elapsed- Life  Theory.  • 
Prom  the  standpoint  of  depreciation,  a  business  that  is  liable 
to  cease  within  a  limited  period  is  one  thing,  while  a  business 
of  practically  perpetual  existence  represents  a  different  sit- 
uation. The  advocates  of  the  "straight-line"  method  of  accru- 
ing depreciation,  as  we  have  noted,  claim  that  setting  up  re- 
serves based  on  estimates  of  probable  life  is  necessary  to  pre- 
vent impairment  of  the  investment.  An  examination,  however,  of 
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the  subject  will  show  that  tne  strictest  application  of  the 
straight-line  theory  cannot  poasibly  guarantee  the  rettirn 
to  public -utility  investors  of  their  original  capital  in  the 
event  that  the  business  should  terminate •  This  may  be  indi- 
cated by  the  following  illustration,  based  upon  certain  facts 
disclosed  in  a  recent  case  before  a  regulatory  commission. 

It  was  shown  that  the  plant  is  carried  on  the  books  at 
original  cost  of  approximately  $100,000,000*   Of  this  amount, 
130,000,000  was  paid  for  by  the  use  of  all  moneys  belonging 
to  depreciation  reserve,  the  original  investment  of  the  own- 
ers having  been  #70,000,000.  "She   company's  engineer  estimates 
that  the  salvage  value  of  the  entire  plant  does  not  exceed  10 
per  cent  of  $10,000,000.  The  first  column  shows  how  much  the 
investor  could  recover  upon  liquidation  of  the  business  if  the 
reserves  were  held  in  cash  or  other  form  of  investment,  as  is 
the  case  xmder  the  "sinking-fu]id"  method.  The  second  column 
shows  the  results  as  they  would  appear  in  cases  where  the  de- 
preciation reserve  is  invested  in  the  company's  own  property, 
which  would  be  scrapped  along  with  the  rest  of  the  plant  in 
the  event  of  liquidation  of  the  business. 
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Dep.  Res, 
in  cash 


Original  cost  of  total  property, 
Dep.  Res*  ($30,000,000)  A,  held 
in  cash;  B,  reinvested  in  addi- 
tional property. 

Original  Investment  by  owners 

Salvage  estimated  at  10?J 


Gash  in  depreciation  fund 

Total  amount  realized  by  investors 
after  dismantling  and  disposing 
of  property. 

Amount  of  original  investment 
not  recovered. 


170,000,000 


$70,000,000 


Dep,  Res. 
invested  in 
property 

B 
$100,000,000 

50,000,000 
$70,000,000 


7, 000, 000 (Grig,  Prop.)  7,000,000 

(added  Prop.)  3,000,000 


30,000,000 


none 


$57,000,000 


$53,000,000 


$10,000,000 
$60,000,000 


As  depreciation  reserves  are  usually  invested  in  the  com- 
pany's own  property,  the  results  of  setting  up  reserves  on  the 
"straight -line '^  theory,  as  applied  by  its  principal  advocates, 
are  well  indicated  by  this  illustration,  showing  that  under 
the  circumstances  stated  the  investor  could  recover  $10,000,000 
out  of  his  $70,000,000  original  investment*  It  is,  therefore, 
apparent  that  the  faith  of  those  who  rely  upon  the  "straight- 
line"  method  as  a  protection  against  the  impairment  of  invest- 
ment rests  upon  extremely  meager  foundations  when  there  is  any 
prospect  of  the  business  being  discontinued* 

In  the  foregoing,  we  have  considered  the  developments  un- 
der the  "straight -line"  method  on  the  assumption  that  the  enter- 
prise might  be  liquidated*   It  is  under  such  conditions  that 
the  "straight -line"  method  would  be  required,  if  ever  required, 
to  protect  the  investment  of  public  utilities*  The  protection 
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afforded  under  this  method  is  not  substantially  greater  than 
under  the  other  methods  of  providing  for  retirement  losses 
which  we  have  discussed.  As  has  already  been  noted,  if  the 
public-utility  business  is  to  be  considered  as  a  permanent 
industry,  there  will  be  no  need  for  the  large  reserves  re- 
sulting from  the  application  of  the  "straight-line"  method, 
and,  on  the  contrary,  if  the  l:jusiness  is  to  be  considered  one 
to  be  liquidated,  the  usual  application  of  the  "straight-line" 
method  does  not  protect  the  investment. 

Status  of  Depreciation  Reserves  Invested  In  Plant.  -  As  pre- 
viously discussed,  commissions  and  courts  have  quite  frequent- 
ly used  the  depreciation  reserve  as  the  measure  of  the  depre- 
ciation to  be  deducted  from  plant  accounts  (or  appraised  cost 
new)  in  cases  where  the  depreciation  moneys  have  been  expend- 
ed for  additional  property  (not  replacements)  included  in  the 
rixed-capital  acco\ints.  The  Supreme  Court  has  dealt  with  this 
situation  in  certain  cases  wherein  it  appears  to  have  approved 
such  deductions.  However,  there  is  still  considerable  argument 
as  to  whether  the  courts'  decisions  should  be  construed  as  lay- 
ing down  a  rule  applicable  to  all  cases  where  reserves  are  so 
invested.  We  have  noted  two  decisions  within  the  past  year 
(one  by  the  U.  S.  District  Court,  Southern  District  of  Hew  York, 
and  the  other  by  the  U.  S.  District  Court,  District  of  Maryland) 
in  which  one  court  approves  and  the  other  disapproves  of  such 
deductions.  Evidently,  both  consider  that  they  are  acting  in 
accordance  with  the  rulings  of  the  U.  S.  Supreme  Court.  The 
point  to  which  attention  is  here  directed  is,  that  if  the  de- 
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duct ion  of  the  full  depreciation  reserve  is  to  be  made  it 
would  be  unwise  for  a  utility  company  to  create  excessive 
depreciation  reserves  and  reinvest  them  in  its  own  property 
(on  which  no  return  would  be  allowed)  when  it  could  obtain 
and  use  new  capital  on  which  the  usual  rate  of  return  would 
be  allowed  to  the  company # 

Summary  of  Discussion,   -  In  seeking  light  upon  the  nature, 
extent,  and  treatment  of  that  element  of  operating  expense 
known  as  "depreciation**  or  "retirement"  expense,  we  have  ex- 
amined the  opinions,   arguments,  and  conclusions  of  those  in  po- 
sition to  view  the  matter  from  points  of  view  reflecting  the 
legal,  economic,   engineering,  business  administration, and 
public-policy  aspects  of  the  subject.     The  conclusions  which 
we  have  noted  are  drawn  from  three  general  sources  or  groups, 
each  of  which  stands  in  a  different  relation  to  public-utility 
problems,  as  follows: 

1.  Those  within  the  industry  itself  and  responsible  for  its 
sruccesfifUl  management* 

2*  The  courts,  viewing  the  matter  largely  from  the  standpoint 
of  the  constitutional  rights  of  the  owner  to  the  possession 
of  and  just  compensation  for  the  use  of  his  property* 

3*   The  regulatory  commissions  whose  relations  to  the  public 
utilities  and  railroads  require  not  only  observance  of  the 
constitutional  rights  of  owners  of  the  property  but  also 
careful  consideration  of  the  interests  of  the  public  in 
reasonable,   nondiscrimimitory  rates,  adequate  service,   and 
safe  operation,  all  of  which  require  that  the  commissions 
keep  closely  in  touch  with  the  financial  and  operating 
problems  of  management*" 

Our  purpose  has  been  to  confine  the  discussion  principal- 
ly to  so-called  "depreciation  charges"  or,  more  accurately, 
"retirement  expense,"  as  distinguished  from  "depreciation," 
as  a  factor  in  determining  present  value  of  property,     V/e  have  , 
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however,  considered  the  valiiation  phase  of  the  matter  suffic- 
iently to  note  the  necessity  for  consistency  in  the  methods 
of  dealing  with  both  phases  of  the  subject* 

We  have  noted  a  controversy  as  to  the  purposes  for  which 
so-called  "depreciation"  or  "retirement  expense"  charges  are 
made  against  income  in  advance  of  the  retirement  of  property. 
On  the  one  side  it  is  argued  that  the  only  purpose  of  such 
charges  is  to  secure  a  continuation  of  productive  capacity 
and  efficient  operation  thru  provision  for  replacements  and 
renewals.   On  the  other  side  it  is  argued  that  the  sole  pur- 
pose of  such  charges  is  to  preserve  \inimpaired  the  investment 
in  the  enterprise*  The  first  recognition  of  these  ideas  in 
an  important  court  decision  was  in  the  oft-quoted  Knoxville 
decision  of  the  V.   S,  Supreme  Court  in  1909.  In  this  case 
the  court  stated  that  it  was  the  duty  of  a  public -utility 
company  to  its  owners  and  also  its  duty  to  the  public  to  make 
provision  for  replacements.  If  this  view  of  the  court  is  ac- 
cepted, there  would  then  seem  to  be  little  point  to  the  argu- 
ment as  to  which  purpose  is  most  "fundamental,"  At  least, 
from  a  practical  viewpoint,  it  would  seem  that  these  purposes 
are  entirely  consistent,  and  that  the  achievement  of  one  can- 
not leave  the  other  uaachieved;  that  is  to  say,  if  the  invest- 
ment is  maintained  unimpaired,  there  should  be  no  difficulty 
in  making  the  renewals  necessary  to  perpetuate  the  service, 
and  that,  conversely,  if  necessary  renewals  are  made,  keep- 
ing the  property's  operating  capacity  and  earning  power  un- 
diminished, there  is  little  likelihood  of  the  investor  suffer- 
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ing  thru  Jmpairment  of  investment. 

It  has  been  noted  that  the  extent  to  which  depreciation 
or  retirement -loss  charges  must  be  made  against  income  on 
estimates  of  such  losses  depends  upon  - 

!•  Whether  our  conception  of  "depreciation**   einbraces 
(a)  the  elapsed-life-o.f -each-unit  theory,   commonly 
known  as  the  "straight-line**   theory,   (b)  the  mod- 
ification of  this  theory,  known  as  the  "sinking-fund" 
basis,   or  (c)  the  less  theoretical  "retirement-loss- 
equalization"  method,  which  has  been  quite  widely 
used  by  state  commissions  and  utilities. 

2.  Where  the  dividing  line  is  drawn  as  betv/een  (a)   classes 
of  property  the  replacement  of  which  is  provided  for  by 
reserves,  and  (b)   classes  of  property  the  replacement  of 
which  is  charged  direct  to  operating  expense. 

V/ith  reference  to  the  theory  on  which  depreciation  charges 
are  computed,  we  have  observed  the  views  quite  generally  held 
by  representatives  of  public  utilities  and  state  regulatory- 
commissions,  from  which  extensive  quotations  have  been  made, 
to  the  effect  that  when  repairs  and  replacements  are  made 
sxxfficient  to  keep  the  property  at  a  high  point  of  productive 
efficiency  there  is  no  substantial  lessening  of  value  for  rate- 
making  purposes  or  depreciation  in  the  sense  of  impairment  of 
investment.     Consistent  with  this  view  of  investment  values  it 
is  also  held  that,   there  being  no   such  loss   in  value,   there  is 
no  reason  for  setting  up  larger  reserves  than  needed  for  actual 
replacements;   that  if  no  theoretical  or  assvuned  loss  need  be 
charged  to  operation  and  collected  from  consumers  for  the  pur- 
pose of  counteracting  a  theoretical  nonexistent  loss  in  value. 

The  opinion  of  the  various  groups  of  utilities  in  connec- 
tion with  depreciation  in  the  sense  of  impaiinnent  of  value  may- 
be briefly  stated  as  follows: 
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The  representatives  of  the  electric  and  gas  Industries 
hold  that  there  is  practically  no  depreciation  of  property, 
as  the  plant  is  maintained  in  a  high  state  of  efficiency  with 
its  productive  capacity  undiminished*  Substantially,  the  same 
position  is  taken  by  the  electric-railroad  and  steam-railroad 
representatives.  The  water-utility  representatives  are  not 
so  clearly  on  record  so  far  as  the  industry  as  a  whole  is  con- 
cerned, but,  as  we  have  noted,  seem  to  favor  the  sinking-fund 
method  as  against  the  straight-line  method  of  dealing  with  de- 
preciation. The  telephone  companies  take  the  position  that 
the  value  of  property  expires  day  by  day  in  proportion  to  the 
shortening  of  life  of  individual  parts.   They  take  this  po- 
sition, however,  only  in  considering  the  charge  to  operation 
to  create  reserves.   In  connection  with  valuations,  they  aban- 
don this  theory  and  adopt  the  "inspection"  method  to  determine 
the  accrued  depreciation  or  loss  in  value. 

The  question  as  to  v/here  the  line  shall  be  drawn  as  be- 
tween charges  to  current  maintenance  and  depreciation,  the  con- 
sensus of  opinion  among  public-utility  managements  is  that  some 
portion  of  the  replacements  ishould  be  provided  for  by  reserves. 
There  is  no  very  definite  agreement  of  opinion  as  to  where  the 
dividing  line  shall  be  drawn  as  between  the  classes  of  items, 
the  replacement  of  which  shall  be  treated  as  repairs  or  cur- 
rent maintenance  and  charged  direct,  and  those  that  shall  be 
provided  for  by  reserves.  Practices  differ  quite  a  bit  in  this 
respect.  Some  companies  prefer  to  charge  all  repairs  and  re- 
placements direct  to  operating  expenses  and  employ  no  reserve. 
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No  one  favors  providing  a  reserve  for  all  of  such  charges. 
The  utilities  favoring  the  theoretical  or  straight-line 
method  -  namely,  the  telephone  companies^ are  charging  to 
operation  direct  as  "repairs*'  or  "maintenance"  amount  approx- 
imately equal  to  the  amounts  that  they  are  setting  aside  in 
reserves.  Some  of  the  replacements  which  they  charge  direct 
to  operations,  and  thereby  concede  may  be  cared  for  properly 
without  a  reserve,  are  items  in  which  the  loss  is  accruing 
during  several  years  just  as  truly  as  in  the  case  of  the  items 
for  which  they  provide  reserves.   To  this  extent  the  theory 
that  a  reserve  must  be  provj.ded  for  all  "accrued  loss"  repre- 
senting elapsed  life  is  not  applied. 

It  is,  of  course,  highly  important  that  each  company 
shall  use  care  to  see  that  it  does  not  create  reserves  for  a 
given  kind  of  items  and  then  charge  the  replacements  again  tc 
operating  expense  direct,  thus  duplicating  the  charge,  or,  on 
the  other  hand,  fail  to  provide  in  the  reserve  for  the  class 
of  charges  made  against  it. 

The  distinction  made  in  the  classification  of  accounts 
approved  by  the  National  Association  of  Commissioners  and 
adopted  in  many  states  is  found  in  the  following  language: 
"The  cost  of  replacing  minor  parts,  which  is  not  recorded  by 
any  entries  in  the  fixed-capital  accounts,  and  which  is  common- 
ly called  the  cost  of  repairs  or  maintenance  as  distinguished 
from  the  cost  of  replacements  of  large  units,  need  not  be  pro- 
vided for  thru  retirement  reserve."  -SJ-  -^r  ^--  The  retirement  re- 
serve is  intended  to  "equalize  from  year  to  year,  as  nearly 
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as  practicable,  the  losses  incident  to  important  retirements 
of  buildings,  dams,  etc.,  or  of  large  sections  of  continuous 
structures,  like  electric  lines  (also  gas  mains  or  water  mains) 
or  of  definitely  identifiable  units  of  plant  and  equipment." 

The  Interstate  Commerce  Commission  has  never  required  the 
railroads  to  set  up  any  depreciation  except  on  locomotives, 
freight  and  passenger  cars,  and  other  rolling  stock.  A  reserve 
has  not  been  required  for  ties,  rails,  bridges,  buildings,  and 
other  roadv/ay  property.  As  to  a  large  part  of  the  property, 
the  reports  of  the  Depreciation  Section  of  the  Commission  con- 
cede the  impracticability  of  providing  reserves  by  depreciation 
accounting. 

Some  of  the  economic  aspects  of  depreciation  as  related 
to  public  utilities  involve  such  matters  as  the  character- 
istics of  the  business  from  the  standpoint  of  perm8.nency,  the 
unity  of  the  enterprise  as  a  single  instrument  of  service,  and 
practical  considerations  with  which  the  investor  concerns  him- 
self. As  the  straight-line  theory  of  depreciation  is  advanced 
on  the  ground  that  its  use  is  required  in  order  to  protect  the 
Investment  from  impairment,  it  has  seemed  pertinent  to  inquire 
as  to  its  effectiveness  for  that  purpose.  Our  investigation 
leads  to  the  conclusion  that  while  reserves  created  under  this 
theory  are  much  larger  than  it  is  possible  to  use  during  the 
existence  of  the  property  as  a  going  concern,  they  are  not 
sufficient  to  cover  more  than  a  fraction  of  the  loss  that 
would  ensue  should  the  business  come  to  a  fairly  abrupt  ter- 
mination. 
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In  connection  with  any  proposition  advanced  for  the 
Investor *s  protection,  it  seems  appropriate  to  ascertain 
his  views  on  the  question.  This  we  have  done  so  far  as 
records  permit,  and  find  little  evidence  of  concern  as  to 
the  method  of  providing  for  depreciation  or  as  to  whether  re- 
serves are  created  to  any  particular  extent •  His  interests 
appear  to  be  intelligently  discussed  and  his  rights  duly  rec- 
ognized in  the  decision  of  the  Supreme  Coxirt  of  the  State  of 
Oklahoma,  previously  quoted,  to  the  general  effect  that  when 
present  and  future  earning  power  of  the  proi)erty  is  assured 
his  interests  are  fully  protected. 

Another  point,  to  which  attention  has  been  directed  as 
being  of  vital  importance  to  investors,  is  the  necessity  for 
consistency  in  the  treatment  of  depreciation  as  related  both 
to  valiiation  and  to  charges  against  income.  The  application 
of  a  theory  of  depreciation  proclaimed  as  necessary  to  pro- 
tect the  investor  from  loss  is  in  fact  the  very  instrument 
which  may  be  used  against  him  with  most  telling  effect  when 
deductions  are  made  from  valuation  merely  on  theories  of  ex- 
pired value  without  opportunity  to  make  good  out  of  earnings 
the  loss  computed  against  him;  that  is,  the  difference  between 
his  original  investment  and  theoretically  depreciated  invest- 
ment used  as  the  basis  for  determining  the  amount  that  he  shall 
be  allov/ed  to  earn. 

When  a  tribunal  of  last  resort  names  a  specific  amount 
as  representing  the  value  of  rate  base  of  a  property,  it  there- 
by practically  determines  its  value  to  the  owner,  for  property 
employed  in  such  business  has  value  in  proportion  to  its  assured 
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earning  power.   If  such  a  trlbxinal,  when  dealing  with  a 
property  having  an  Investment  of,  say  #100,000,  concludes 
that  notwithstanding  the  fact  tlriat  it  may  be  operated  as 
good  or  better  than  when  operation  began,  with  evidence  of 
ability  to  make  all  necessary  renewals  for  its  perpetuation, 
but,  because  of  age  in  some  of  its  parts,  it  is  worth  |90,000, 
such  a  tribunal  may  by  its  decree  destroy  ten  thousand  dollars 
of  Investment,  unless  the  utility  is  permitted  to  recover  this 
amount  thru  an  equitable  adjustment  of  rates# 

Examination  of  the  various  decisions  quoted  discloses 
that  the  first  decision  of  the  Supreme  Court  on  the  subject 
denies  the  right  of  a  company  to  miake  charges  to  operating 
expenses  before  expenditures  for  replacements  are  actually 
Incurred.   In  the  Knoxville  decision  the  court  takes  a  defin- 
ite position  in  favor  of  providing  in  advance  for  the  replace- 
ment of  property.  This  decision  lends  more  support  to  the 
straight-line  theory  of  depreciation  than  do  any  of  the  later 
decisions.  The  court,  however,  does  not  in  this  case  specify 
any  particular  method  of  providing  for  replacements,  bat  speaks 
of  making  provision  for  "replacing  the  parts  of  the  property 
when  they  come  to  the  end  of  their  life*"  This  is  v/hat  is 
done  under  any  of  the  methods  of  providing  for  depreciation 
which  we  have  discussed. 

The  Cumberland  Telephone  and  Telegraph  case,  decided  a 
month  later  than  the  Knoxville  case,  does  not  seem  to  enlarge 
upon  the  cotirt^s  views  previously  expressed,  except  that  ob- 
jection is  found  to  using  depreciation-reserve  moneys  for 
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additions  to  plant  and  including  such  additions  in  the  rate 

base* 

In  the  Lincoln  Gas  and  Electric  case  the  court  appears 

to  recognize  the  fact  that  depreciation  may  be  provided  for 
either  by  direct  charges  to  expense  or  thru  reserves,  but 
warns  against  duplication  by  using  both  methods  • 

The  Kansas  City  Southern  case  clearly  holds  that  losses 
resulting  from  obsolescence  and  inadequacy  are  a  charge  against 
future  earnings,  and,  therefore,  not  to  be  provided  for  by  re- 
serves. This  case  also  reco|$nlzes  that  a  company  may,  if  it 
sees  fit,  anticipate  general  depreciation  and  make  provision 
therefor,  but  if  this  is  not  done  the  abandonment  should  be 
charged  to  present  or  future  operating  expenses. 

In  the  Minnesota  rate  cases  it  is  not  clear  just  how  far 
the  court  goes  in  recognizing  theoretical  depreciation.  The 
court,  however,  does  refer  to  the  "actual  existing  deprecia- 
tion" by  using  as  an  example  of  such  depreciation  "old  struc- 
tures and  equipment  remaining  on  hand."  This  does  not  suggest 
adherence  to  the  theoretical  or  elapsed-life  theory.  The  prop- 
erty referred  to  by  way  of  example  is  property  the  usefulness 
of  which  would  seem  to  have  practically  expired* 

In  New  York  and  Queens  Gas  case  the  Supreme  Court,  ac- 
cepting the  findings  of  the  Master  and  the  lower  court,  ap- 
proves a  direct  repudiation  of  the  theoretical  or  straight- 
line  theory  of  depreciation. 

In  the  Galveston  case  the  position  of  the  Supreme  Court 
is  not  entirely  clear.  A  substantial  amount  of  deferred  main- 
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tenance  was  recognized,  but  was  not  deducted  from  valuation* 
The  company  was  to  be  allowed  to  restore  property  to  Its 
proper  condition  by  putting  into  it  the  deferred  maintenance.^ 
This  suggests  that  such  depreciation  is  not  to  be  regarded  as 
representing  value  absolutely  gone,  but  that  restoring  prop- 
erty *'to  proper  operating  condition"  would  make  good  the  loss 
which  seemed  imminent  -  the  loss  which  on  the  straight-line 
theory  would  be  regarded  absolute  and  would  have  to  be  de- 
ducted in  determining  value. 

A  recent  decision  of  the  U.  S.  District  Court  in  the  New 
York  Telephone  case  (previously  quoted)  holds  that  the  amount 
of  the  depreciation  reserves  invested  in  the  company »s  prop- 
erty should  not  be  taken  as  a  measure  of  depreciation  to  be 
deducted  in  determining  value  for  rate-making  purposes.  How- 
ever, a  still  more  recent  decision  from  a  court  of  equal  au- 
thority (U.S.  District  Court  of  Maryland)  approved  the  deduc- 
tion of  an  amount  equal  to  the  reserve  carried  on  the  books 
(after  an  adjustment  as  to  price  levels,  which  is  explained 
in  the  quotation  from  the  decision  hereinbefore  made),  where 
the  reserves  had  been  reinvested  in  the  company's  property. 

A  study  of  the  decisions  of  courts  and  commissions  from 
which  quotations  have  been  made,  and  others  of  like  character, 
leads  to  the  conclusion  that  there  is  a  decided  tendency  to 
revise  earlier  opinions  and  rulings  concerning  depreciation* 
Some  progress,  at  least,  is  being  made  in  this  direction.  The 
regulatory  commissions,  while  not  all  working  along  identical 
lines  of  procedure,  show  a  tolerably  well-defined  tendency  to 
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get  away  from  the  straight-line  depreciation  theories  and 
adopt  methods,  the  administration  of  which  Is  practicable 
and  ntfilch  are  designed  to  secure  fair  dealing  as  between 
the  Investor  and  the  user  of  the  service.  In  the  recent  de- 
cisions which  we  have  noted,  there  Is  no  Idle  speculation  as 
to  '•service  lives"  of  the  tens  of  thousands  of  xinlts  In  the 
plants  of  public -utility  companies.  The  "delusive  exactness" 
so  conspicuous  in  the  discussions  of  the  earlier  cases  has 
given  place  to  more  practical  statements  and  methods  of  measur- 
ing the  needs  of  the  companies  for  plant  upkeep.  The  whole 
proceeding  takes  on  the  appearance  of  a  businesslike  consider- 
ation of  problems  by  men  experienced  and  informed  with  refer- 
ence to  the  matters  under  consideration. 

The  matters  sutaltted  to  the  Federal  Courts  for  deter- 
mination, so  far  as  depreciation  is  concerned,  are  limited 
to  questions  as  to  - 

1.  The  proper  allcmance  of  income  for  depreciation  or  retirement  losses 
2*  What  amounts,  if  any,  shall  be  deducted  from  valuation  in  arriving 
at  value  of  property  for  rate-making  purposes. 

The  regulatory  commissions  in  considering  the  adequacy 

» 

of  a  given  net  income  must  consider,  not  what  will  barely  es- 
cape being  adjudged  confiscatory,  but  what  is  fair  and  reason- 
able under  all  the  circumstances,  and  sufficiently  liberal  to 
attract  new  capital  to  meet  the  expanding  needs  of  the  public 
for  utility  service,  A  body  whose  duty  it  is  to  decide  upon 
questions  affecting  the  adequacy,  quality,  and  continuity  of 
service,  protection  of  the  ;public  from  the  hazards  of  unsafe 
operating  practices,  and  ozher   questions  affecting  the  public 
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welfare,  mast  be  guided  ty  broad  considerations  of  public 
policy  rather  than  by  the  limited  legal  aspects  of  the  matter. 
The  connnlsslons  and  the  utility  managements,  by  adopting 
and  consistently  following  rational  methods  In  the  treatment 
of  depreciation,  can  do  much  to  clarify  this  subject,  with 
the  result  that  more  even-handed  justice  may  be  done  to  the 
users  of  the  service  and  those  who  provide  the  capital  which 
makes  the  service  possible.  To  accomplish  this  purpose,  it 
will  be  necessary  that  utilities  do  not  present  one  theory 
In  dealing  with  valuation  and  another  in  dealing  with  oper- 
ating charges  in  handling  their  cases  before  comissions  and 
courts.  Likewise,  rigid  adherence  to  consistent  methods  on 
the  part  of  the  regulatory  commissions  is  of  the  utmost  im- 
portance. Any  other  practice  simply  means  confusion  and  in- 
effective regulation.  When  the  treatment  accorded  the  subject 
by  utilities  and  regulatory  commissions  reveals  a  consistent 
and  comprehensive  understanding  of  the  problem,  there  is  little 
doubt  that  the  correct  principles  will  be  permanently  establish- 
ed  in  the  decisions  of  the  higher  courts. 
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Reader ^s  Test  of  Sub.jeot  Matter  In  Chapter  V 

The  following  questions  are  given  to  enable  the  reader 
to  check  himself  as  to  his  grasp  of  the  important  points  dis- 
cussed under  the  subject,  "Depreciation  and  the  Retirement  of 


Property, 


tt 


1#  Distinguish  between  depreciation  from  the  standpoint  of 
capital  and  from  the  standpoint  of  income. 

2.  Explain  the  use  of  the  terms  "retirement  expense"  and 
"depreciation  charges," 

3.  Explain  the  two  views,  (a)  that  depreciation  reserves  are 
provided  for  the  purpose  of  maintaining  productive  capac- 
ity and  operating  efficiency,  and  (b)  depreciation  re- 
serves are  provided  for  the  purpose  of  maintaining  values. 

4.  What  authorities  are  cited  in  support  of  each  view? 

6.  Explain  three  methods  of  computing  depreciation  and  point 
out  the  advantages  or  disadvantages  in  each  case. 

60   State  the  substance  of  the  instructions  regarding  the  op- 
eration of  the  retirement -expense  and  the  retirement -re- 
serve accounts  as  embodied  in  the  accounting  system  ap- 
proved by  the  National  Association  of  Railway  and  Utili- 
ties Commissioners. 

?.  What  provisions  do  the  National  Association  of  Commissioners 
make  for  charging  retirements  to  future  operations? 

8.  What  are  the  opinions  stated  in  regard  to  the  extent  to 
which  retirement  lo8sei3  should  be  anticipated? 

9.  Summarize  the  decisions  of  the  courts  as  to  the  recogni- 
tion of  depreciation  as  an  element  in  valuation. 

10.  Outline  the  position  of  the  various  classes  of  utilities 
on  the  treatment  of  depreciation  or  retirement  losses. 

11.  Compare  the  position  of  utility  operators  with  that  of 
various  regulatory  commissions  on  the  matter  of  deprecia- 
tion. 

12.  HovT  do  commissions  determine  the  amount  of  income  neces- 
sary for  the  upkeep  of  property  without  establishing 
specific  percentages  for  depreciation  or  retirement  ex- 
pense. 

13.  Outline  some  of  the  cheiracteri sties  of  the  public -utility 
business  in  relation  to  the  loss  of  investment  values  as 
a  result  of  depreciation. 

14.  What  is  the  significance  of  the  following  statements: 

(a)  The  publicrutility  business  has  no  need  for  the 
large  reserves  resulting  from  the  application  of 
the  straight-line  method. 

If  the  utility  business  is  to  be  considered  one 
to  be  liquidated,  the  usual  application  of  the 
straight -line  method  does  not  protect  the  in- 
vestment. 

15.  What  are  the  advantages  and  the  disadvantages  of  rein- 
vesting in  additions  to  plant  the  depreciation-reserve 
moneys  set  aside  for  replacements. 


(b) 
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chaptef:  VI 

THE  UTILITY  RATE  PRom.CTT 


The  essential  points  brought  out  in  this  section  are 
briefly  summarized  in  the  following: 


2. 


3. 
4. 
5. 
6. 

7. 


8. 


9. 


10. 


11. 
12. 

13, 

14. 
15. 

16. 


17. 
18. 

19. 
20. 


Five  main  steps  in  rate-case  procedure  are  discussed. 
Fair  value  of  property  used  is  the  basis  on  which  com- 
missions  and  courts  allow  a  return  to  the  owners  of 
public  utilities. 

Original  cost  and  reproduction  cost  receive  most  con- 
sideration in  determining  fair  value. 
Commissions  are  guided  by  court  decisions  where  courts 
have  given  clear  expression  to  fVindamental  principles, 
cases  are  summarized,  showing  the  predominant  elements 
in  fixing  the  rate  base. 

There  is  much  controversy  as  to  the  consideration  to 
be  given  to  reproduction  cost  in  determining  value  for 
rate-making  purposes. 

National  Association  of  Commissioners t  classifications 
of  accounts  provide  for  the  inclusion  in  fixed  capital 
of  the  excess  cost,  if  any,  of  replacements  over  the 
cost  of  retired  units. 

In  determining  the  existing  depreciation  the  commission 

should  have  the  benefit  of  careful  studies  by  account- 

ants  and  engineers. 

The  accounting  report  to  the  commission  in  a  rate  case 

should  shoiv  the  history  of  the  property  and  a  detailed 

classification  of  the  cost  thereof. 

When  records  of  original  cost  are  incomplete,  much  valua- 

bie  information  bearing  on  the  question  may  be  obtained 

thru  an  investigation  of  the  amount  of  money  actually 

mve  s  oeot  • 

Treatment  of  gifbs,  grants,  and  donations  of  property. 
Property  not  used  and  useful  is  generally  excluded  in 
valuations  for  rate  making. 

Property  ovmed  but  leased  to  others  and  property  of  others 
used  in  operations  require  special  consideration. 
Various  theories  of  determining  going  value  are  discussed. 
In  valuations  for  rate  laaking,  consideration  is  given  to 
working  capital.  ^ 

Companies  operating  two  or  more  utilities  must  apportion 
the  property  jointly  used,  to  determine  value  of  property 
used  for  each  class  of  utility  service.         r     f       j 

The  commission  in  a  rate  case  must  ascertain  the  cost  of 
operation. 

The  cost  of  serving  the  consumer  is  usually  divided  into. 
U;  Customer  cost,  (2;  Manufacturing  cost,  and  (Z)   In- 
vestment cost. 

Methods  of  apportioning  costs  are  discussed  and  illus- 
trated . 

Consumers t  statistics  are  explained  and  statement  forms 
Illustrating  their  use  in  forming  rate  schedules  are 
given. 


THE  UTILITY  RATE  PROBLHI 
The  Rate-Maklnf^  Situation.  -  The  making  of  rates  involves 
questions  of  engineering,  accounting,  finance,  economics,  law, 
and  public  policy.  In  each  of  these  fields  there  exists  con- 
siderable differences  of  opinion,  both  as  to  fundamental  prin- 
ciples and  as  to  methods  of  procedure.  Regulatory  commissions 
of  different  states  often  proceed  by  different  methods,  and  in 
some  matters  disagree  on  principles  and  their  application  to 
particular  situations.  On  many  important  points  there  are  no 
judicial  interpretations  of  the  law  from  which  conclusions 
may  be  clearly  drawn  as  to  the  legal  effect  of  particular 
facts  and  circumstances.  There  are.  however,  certain  prin- 
ciples of  rate  making  which  are  now  generally  recognized  and 
which  may  be  regarded  as  fairly  well  established  in  practice. 
In  the  application  of  these  principles  to  the  solution  of  the 
rate  problem,  certain  methods  of  orderly  procedure  have  been 
developed.  With  these  methods,  an  acquaintance  should  be  made 
by  all  who  are  concerned  in  any  way  with  the  collection,  prepa- 
ration,  presentation,  or  consideration  of  information  or  evi- 
dence in  a  rate  proceeding. 

This  chapter  will  deal  with  the  nature,  extent,  and  use 
of  accounting  records  in  rate-case  proceedings.  The  proces- 
ses involved  in  the  review  of  rates  by  a  regulatory  commis- 
sion, or  by  a  regular  court,  are  described  in  some  detail. 

Cost  is  the  most  controlling  factor  in  rate  making.  The 
determination  of  cost  Is  chiefly  an  accounting  problem.  Many 
other  matters  Incident  to  rate  making  which  must  have  the  at- 
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tention  of  the  engineer,  lawyer,  economist,  and  oomnilsslon 
or  court,  must  also  have  shed  upon  them  such  light  as  the 
accotmts  and  records  can  furnish  when  properly  exhibited 
and  interpreted* 

Because  of  the  many  ramifications  of  the  accountant's 
duties,  and  the  various  angles  f rom  irtilch  the  facts  disclosed 
by  the  records  may  be  viewed,  it  is  most  Important  that  the 
accountant  have  a  competent  knowledge  of  the  various  aspects 
of  a  rate  case. 

The  problems  requiring;  consideration  in  a  rate  case  may 
be  considered  in  five  main  groups,  related  to  each  of  which 
are  various  subsidiary  Issues • 

Order  of  Procedure   ta  a  Rate  Case*  -  Briefly  stated,  the 
order  of  procedure  in  a  rate  case  is  as  follows: 

1«  Investigating  iind  deciding  value  of  property. 

2*  Determining  ooHt  of  operation* 

3.  Determining  relnirn  on  investaent* 

4*  Ascertaining  the  gross  revenue  required. 

6«  Preparing  rate  schedules. 

Assuming  figures  for  purposes  of  illustration,  the  fore- 
going steps  may  be  Indicated  as  follows: 


1.  ?air  value 


160,000,000 


2.  Operating  expense8(one  year>         8,000,000 


3.  Return  -  rate  £15$ 

Amouht  Bft  of  |&0,000,000> 


4,000,000 


4.  Gross  revenue  required (total, 

items  2  and  3>  12,000,000 

B.   Rates  that  will  yield  $12,000,000 
(Discussion  of  methods  of  determin- 
ing upon  a  combination  of  rates  that 
will  produce  a  required  amount  of 
revenue  will  be  explained  under 
heading,  "Consumer  Statistics" j. 
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The  general  scope  of  the  accoimtant's  work  in  rate  de- 
terminations, where  a  complete  investigation  is  required,  com- 
prehends the  following: 

!•  Valuation  Investigation 

(a)  Secure  a  record  of  the  original  cost  of  plant  and 
equipment  when  first  built,  and  all  additions  and 
betterments  since. 

(b)  Ascertain  the  amount  of  capital  which  represents 
the  actual  present  irivestment  in  the  property  de- 
voted to  public  service.  This  may  or  may  not  co- 
incide with  the  original  cost  to  date. 

(c)  Obtain  cost  of  various  classes  of  property,  as 
land,  buildings,  etc.,  tseparated  in  accordance 
with  standard  classification  of  accounts. 

(d)  Ascertain  the  items  of  property  retired  and  the 
cost  thereof,  and  whether  written  out  of  fixed- 
capital  accounts. 

(e)  Ascertain  amount  of  fVinds  used  and  necessary 
for  working  capital. 

(f )  Obtain  all  available  facts  which  might  aid  in 
determining  the  allonvance  for  going  value. 

2.  Cost  of  Operation 

(a)  Ascertain  the  actual  operating  expenses,  including 
depreciation  and  taxes. 

(b)  Determine  as  accurately  as  possible  the  pros- 
pective changes  in  cost  and  the  effect  that  such 
changes  will  have  on  operating  expenses. 

3.  Gross  Revenue  and  Income 

(a)  Ascertain  the  amount  of  gross  revenues  resulting 
from  the  operation  of  the  property  under  existing 
rates  for  service. 

(b)  Ascertain  the  net  income  under  existing  rates  for 
service  and  the  prevfiiling  operating  cost  incurred 
in  producing  such  income. 

(c)  Indicate  the  effect  on  net  income  of  prospective 
changes  in  operating  cost,  and  also  prospective 
changes  in  volume  of  traffic  or  sales  and  their 
effect  on  income. 
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4,  Consumer   Statistics  and  Rate  Schedules 

(a)  Obtain  a   survey  of  the   service   rendered,  analyzing 
it  in  such  manner  as  will  furnish  an  adequate  basis 
for  the  construction  of  rate  schedules  that  will 
be  fair  and  equitable  to  all  customers  and  that  will 
yield  the  required  net  income. 

The  field  of  the  accountant  in  dealing  with  rate  problems 
is  not  clearly  defined.     Certain  kinds  of  operating  statistics 
may  in  one  organization  be  prepared  and  subnitted  by  a  member 
of  the  engineering  staff,  while  in  other  organizations  the 
same  kind  of  work  is  delegated  to  a  section  of  the  accounting 
or  statistical  department.     Owing  to  this  lack  of  definition, 
it  may  appear  to  some  that  part  of  the  matter  here  introduced 
is  outside  of  the  accountant's  field,  while  others  with  a  dif- 
ferent perspective  may  feel  that  matter  which  should  be  sub- 
mitted  in  an  accounting  treatise  has  been  omitted. 

Value   for  Rate-Making  figrposes.   -  The  fair  value  of  the 
property  used  and  useful  in  the  public  service  at  the  time  it 
is  being  used  for  the  public  is  the  basis  used  by  commissions 
and  approved  by  the  highest  court  for  computing  the  return 
allowed  to  the  owners  of  public-utility  property.     One  of  the 
frequently  quoted  decisions  is  that  of  the  U.  S.   Supreme  Court 
in  the   case  of  Smythe  v*  Ames   (169  U.   S.  466),   in  which  the 
court   said: 

**We  hold,  however,  that  the  basis  of  all  calculations  as  to 
the  reasonableness  of  rates  to  be  charged  by  a  corporation 

maintaining  a  highv/ay  under  legislative   sanction  must  be  the 
fair  value  of  the  property  being  used  by  it  for  the  convenience 
of  the  public.     And,  in  order  to  ascertain  that  value,  the  orig- 
inal cost  of  construction,  the  amount  expended  in  permanent  im- 
provements,  the  amount  and  market  value   of  its  bonds  and   stock, 
the  present  as  compared  with  the  original  cost  of  construction, 
the  probable  earning  capacity  of  the  property  under  particular 
rates  prescribed  by  statute,   and  the  sum  required  to  meet  opera- 
ting expenses  are  all  matter!^  for  consideration,  and  are  to  be 
given  such  weight  as  may  be  .just  and  right  in  each  case.     We 
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do  not  say  that  there  may  not  be  other  natters  to  be  re- 
garded in  estimating  the  value  of  the  property.     What  the 
company  is  entitled  to  ask  is  a  fair  return  upon  the  value 
of  that  vihich  it  employs  for  the  public  convenience.     On 
the  other  hand,  what  the  public  is  entitled  to  demand  is 
that  no  more  be  exacted  from  it  for  the  use  of  a  public  ^ 

highvray  than  the  services  rendered  by  it  are  reasonably  worth. 

The  principles  stated  in  this  decision  marked  a  most 
Important  step  In  the  develoianent  of  rate-making  theory  and 
practice*     Nevertheless,  it  is  evident  that  this  decision 
left  much  unsettled  as  to  wliat  constitutes  either  "fair  value" 
or  '^falr  return"  upon  the  fair  value.     The  court  names  six 
elements  to  be   considered  in  determining  "fair  value,"  and- 
intimates  that  there  may  be  others.     It  is  stated  that  each 
element  is  to  be  "given  such  weight  as  may  be  just  and  right 
in  each  case."     The  decision,  however,   sheds  bat  little  light 
on  the   question  as  to  what  is  "just  and  right  in  each  case" 
or  the  processes  by  which  it  may  be  determined. 

Following  the  decision  in  the  Smythe  v.  Ames  case  quoted 
from  above,  the  court  in  the  following  year,   in  the  case  of 
the  San  Diego  Land  and  Town  Company  v.  Hational  City,  said: 

"The  contention  of  the  appellant  in  the  present  case  is  that 
in  ascertaining  what  are  just  rates  the  court  should  take 
into  consideration  the  cos'i  of  its  plant;  the  cost  per  annum 
of  operating  the  plant,   including  interest  paid  on  money  bor- 
ro-j?ed,  and  reasonably  necessary  to  be  used  in  constructing 
the   same;  the  annual  depreciation  of  the  plant  from  natural 
causes  resulting  from  its  use;  and  a  fair  profit  to  the  company 
over  and  above  such  charges  for  its  service  in  supplying  the 
water  to  consumers,  either  byway  of  interest  on  the  money  it 
has  exTiended  for  the  public  use,   or  upon  some  other  fair  and 
equitable  basis.     Undoubtedly  all  these  matters  ought  to  be 
taken  into  consideration,  and  such  weight  be  given  them  when 
rates  are  bein?  fixed  as  under  all  the  circumstances  will  be 
just  to  the  company  and  to  the  public.     The  basis  of  calcula- 
tion suggested  by  the  appellant  is,  however,  defective  in  not 
requiring  the  real  value  of  the  property  and  the  fair  value 
in  themselves  of  the  services  rendered  to  be  taken  into  con- 
sideration.   Wnat  the  company  is  entitled  to  demand,   in  order 
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jr   «^vv?v?vx     vixitto  J.U  uugxiii  Tio  nave   cost:."     it   is  stated 
that  "the  reasonable  value  of  the  property  at  the  time  it  is 
being  used  for  the  public"'  is  the  basis  upon  which  a  return 

being  used  for  the  public"  is  the  basis  upon  which  a  return 

is  to  be  allowed* 

It  should  be  here  noted  that  the  court  in  contrasting  the 
present  value  with  actual  cost  makes  no  mention  of  changes  in 
price  levels  of  materials  and  labor  affecting  construction 
costs,  but  makes  the  distinction  on  the  ground  that  "the  prop- 
erty may  have  cost  more  tlian  it  ought  to  have  cost,"  Neither 
is  there  anything  in  the  langtiage  of  the  court  indicating  that 
it  was  considering  the  possibility  that  a  plant  of  different 
type,  but  equivalent  in  service  value  to  the  existing  plant, 
could  be  produced  at  a  less  cost.  The  property  being  used  is 
the  only  property  mentioned.  Apparently  the  purpose  of  the 
court  in  accepting  present  value  instead  of  actual  cost  was 
to  guard  against  including  in  the  valuation  costs  which  were 
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excessive  at  the  time   Incurred • 

Factors  Requiring  Consideration  In  a  Valuation^   -  As 

the  decision  in  the  Smythe  v«  Ames  case  has  been  referred 

to  as  a  precedent  hy  the  Sup3:*eme  Court  and  by  other  courts 

and  commissions  in  almost  every  important  rate  case  in  the 

last  tv/enty-seven  years,   let  us  examine  the  matters  mentioned 

by  the  court  as  requiring  consideration  in  a  valuation.     The 

matters  mentioned  by  the  cou3?t  bearing  on  value   are: 

!•  Original  cost  of  construction. 

2.  Amount  expended  in  pennanent  improvements. 

3»  Amount  and  market  value  of  bonds  and  stock. 

4.  Present,  as  compared  with  the  original  cost  of 

construction. 

5.  Probably  earning  capacity  of  the  property  under 

particular  rates  prescribed  by  statute. 

6.  The  sura  required  to  meet  operating  expenses. 

The  first  two  items  mentioned  by  the  court,  "original 
cost  of  construction"  and  "the  amount  expended  in  pennanent 
improvements,"  are  generally  considered  together  under  the 
designation  "original  cost*" 

A  review  of  the  decisions  in  valuation  cases  indicates 
that  comparatively  slight  attention  has  been  paid  to  the  el- 
ements referred  to  as  "market  value  of  bonds  and  stock"  and 
"earning  capacity."  In  fact,,  these  factors  cannot  consis- 
tently be  accorded  great  weight  in  a  valuation  for  rate-making 
purposes.  Earning  capacity  depends  largely  upon  rates,  niftille 
the  market  value  of  bonds  ajui  stock  depends  largely  upon  earn- 
ings, which  in  turn  are  largely  controlled  by  the  rates  for 
service.   If  "fair  value"  is  to  be  determined  by  earnings, 
and  the  rates  producing  the  earnings  are  excessive,  the  re- 
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suiting  value  must  be  excessive,  and,  therefore,  excessive 
rates  would  have  to  be  perpetuated,  because  they  have  created 
a  higher  property  value  which,  in  turn,  calls  for  high  rates 
to  pay  a  return  on  the  increased  value.   If  the  rates  in  ques- 
tion are  insufficient,  the  same  processes  of  rate  making  would 
keep  them  insufficient  by  indicating  a  low  value  of  the  prop- 
erty. 

The  court  mentioned  "the  sum  required  to  meet  operating 
expenses"  as  an  element  to  be  considered  in  determining  val- 
uation»  Of  course,  operating  expenses  are  in  no  way  a  com- 
ponent element  of  plant-construction  costs.  VHhatever  bear- 
ing they  may  have  on  valuation  is  of  a  very  indirect  charac- 
ter. Possibly  the  court  had  in  mind  the  thought  that  property 
located,  constructed,  and  managed  so  as  to  result  in  unusually 
efficient  operation  should  be  considered  as  having  a  greater 
value  than  a  plant  costing  the  same  for  construction  but  re- 
quiring heavier  operating  costs. 

Let  us  now  consider  the  more  substantial  elements  men- 
tioned by  the  court  as  "original  cost  of  construction," 
"amount  expended  in  permanent  improvements,"  and  "present, 
as  compared  with  original  cost  of  construction."  These  are 
more  briefly  referred  to  as  "original  cost"  and  reproduction 
cost." 

Original  Cost  and  Reproduction  Cost.  -  An  examination  of 
a  long  line  of  decisions  of  commissions  and  of  state  and  Fed- 
eral courts  discloses  the  fact  that  the  matters  receiving  most 
consideration  in  the  determination  of  fair  value  for  rate- 


/ 


166 


making  purposes  are: 

1,  Original  cost. 

2.  Reproduction  cost. 

By  "original  cost"  is  meant  actual  original  cost  of  con- 
struction, including  organization  and  other  intangibles,  to 
which  is  added  the  cost  of  additions  and  betterments  properly 
chargeable  to  fixed-capital  accounts  and  from  which  is  deducted 
the  cost  of  retired  property.  By  "reproduction  cost"  is  meant 
an  estimate  of  the  cost  to  reproduce  or  to  construct  a  plant 
similar  to  the  one  under  investigation.  These  two  bases  of 
valuation  may  be  regarded  as  constituting  the  groundwork  for 
all  valuations  for  rate  making.  Consideration  must  also  be 
given  to  numerous  other  matters,  among  which  is  the  question 
of  existing  depreciation.  But  these  matters  are  subsidiary 
to  the  two  main  elements  named  above,  and  are  considered  in 

relation  to  these  elements. 

A  controversy  as  to  whether  original  cost  of  property 
used  and  useful  In  the  public  service  or  whether  the  amount 
that  It  would  cost  if  It  were  to  be  reproduced  at  the  date 
of  the  Investigation  should  be  accepted  as  the  basis  of  val- 
uation of  public-utility  property  for  rate-making  purposes 
has  been  In  progress  for  many  years.  Interest  In  the  subject 
has  been  Intensified  during  the  last  few  years,  because  of 
the  enormous  increase  in  costs  of  construction  which  very 
materially  widens  the  difference  in  the  results  obtained  under 
these  two  bases  of  calculation.  Decisions  of  the  United 
States  supreme  Court  in  several  cases  disposed  of  recently 
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laave  dealt  with  this  quest ioiXt  To  a  large  extent,  however, 
the  recent  decisions  of  the  court  simply  restate  opinions 
expressed  in  earlier  cases.  The  court  has  held  to  the  po- 
sition taken  toy  it  about  thirty  years  ago  that  the  valuation 
on  which  a  return  is  to  be  allowed  must  represent  the  "pre- 
sent fair  value"  of  the  property.  It  is  stated  that  consider- 
ation must  be  given  to  the  current  cost  of  materials  and  labor 
at  the  time  the  investigation  is  made.  The  court,  however, 
does  not  say  that  estimated  cost  of  reproduction  at  a  given 
date  is  "fair  value"  as  of  that  date  but  that  such  estimates 
must  be  given  "consideration." 

Opinions  of  Cooirts  on  Present  Fair  Value  and  Original 
Cost.  -  That  the  court  has  not  removed  all  doubt  as  to  the 
weight  to  be  given  reproduction-cost  estimates,  is  evidenced 
by  the  fact  that  many  able  lawyers,  accotintants,  and  economists 
in  the  United  States  are  now  taking  different  views  as  to  what 
the  cotirt  really  Intended  to  say  on  this  subject.  There  appears 
to  be  a  wide  divergence  of  >?lews  on  this  point  among  the 
justices  of  the  United  States. 

In  one  of  the  important  decisions  of  the  court  (South- 
western Bell  Telephone  Co.  v.  Public  Service  Commission  of 
Missotiri,  (43  Sup.  Ct.  Rep.  544,)  handed  down  in  May,  1923), 
Mr.  Justice  Brandeis  wrote  an  opinion  dissenting  from  the 
majority  opinion  of  the  court  as  to  the  effect  to  be  given 
to  reproduction  cost.  The  dissenting  opinion  is  probably  as 
forceful  a  statement  of  the  reasons  In  support  of  original 
cost  and  as  clear  an  exposition  of  the  objections  to  repro- 


167 


auction  cost  as  is  to  be  found  in  the  literature  on  this  sub- 

ject* 

In  the  case  of  the  Georgia  Railway  and  Power  Company  v. 
Public  Service  Goimnission  of  Georgia   (67  L,   ed.   723,   43  Sup, 
Ct.  Rep.  680),  decided  in  June,   1923,  the  court,  in  general, 
reaffirmed  the  position  taken  in  the  Southwestern  Bell  Tele- 
phone case,  but  reached  results  which  are  somewhat  difficult 
to  reconcile  with  the  language  of  the  court  in  the  Southwestern 
Bell  case,  relative  to  current  prices  of  labor  and  materials. 
The  decision  of  the   court  in  this  case  was  written  by  Mr. 
Justice  Brandeis,   while  Mr.   Justice  McKenna  wrote  a  vigorous 
dissenting  opinion  expressing  the  view  that  the  position  of 
the  majority  of  the   court  was  contrary  to  that  taken  in  the 
former  case.     These  decisions  represent  the  latest  opinion  of 

the  court  on  these  matters* 

In  the  Southwestern  Bell  case  the  Supreme  Court  said: 

'In  Wilcox  T.  Consolidatocl  Gas  Co.,  212  TJ#  S,   19,  41,   52, 
53;  L.  ed.   382;  48  L.R.A.   (N.S.)  1134;   29  Sup.  Ct,  Rep.   192; 
15  Ann.  Gas.   1043;   this  court  said: 

"•There  must  be  a  fair  re-i^urn  upon  the  reasonable  value  of 
the  property  at  the  time  it  is  being  used  for  the  public.   *  *  * 
And  we  concur  with  the  court  below  in  holding  that  the  value 
of  the  property  is  to  be  determined  as  of  the  time  when  the 
inquiry  is  made  regarding  the  rates.     If  the  property,  which 
legally  enters  into  the  consideration  of  the  question  of 
rates,   has  increased  in  value  since  it  was  acquired,  the  com- 
pany is  entitled  to  the  benefit  of  such  increase.*  Editor* s  note: 
This  decision  was  rendered  Jan#  4,  1909. 

"In  the  Minnesota  Rate  Cases,   230  U.   S.   352,   454;   67  L.  ed. 
1511;   48  L.R.A.   (N.S.)  11151;   33  Sup,  Ct.  Rep.   729;  Amn.  Cas. 
1916A,   18;   this  was   said: 

"*The  making  of  a  just  re^:urn  for  the  use  of  the  property 
involves  the   recognition  of  its  fair  value  if  it  be  more  than 
its  cost.     The  property  is  held  in  private  ovmership  and  it 
is  that  property,  and  not  the  original  cost  of  it,   of  which 
the  owner  may  not  be  deprived  without  due  process  of  law,* 
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"It  is  impossible  to  ascertain  what  will  amount  to  a  fair 
return  upon  properties  devoted  to  public  service  without 
giving  consideration  to  the  cost  of  labor,   supplies,  eto», 
at  the  time  the  investigation  is  made.     An  honest  and   in- 
telligent forecast  of  probable  future  values  made  upon  a 
view  of  all  the  relevant  circTimstances  is  essential.     If 
the  highly  important  element  of  present  costs  is  wholly- 
disregarded,   such  a  forecast  becomes  impossible.     Estimates 
for  to-morrow  cannot  ignore  prices  of  to-day." 

In  the  Georgia  Railway  ^Ic  Power  Company  case  the  Supreme 
CoTirt   said: 

"The  case  is  unlike  Missouri  ex  rel.  Southrrestem  Bell  Tele- 
phone Co.  V.  Public  Service  Commission,  No.   158,  decided 
May  21,  1923.     Here  the  commission  gave  careful  consideration 
to  the  cost  of  reproduction:   but  it  refused  to  adopt  repro- 
duction cost  as  the  measure  of  value.     It  declared  that  the 
exercise  of  a  reasonable  judgment  as  to  the  present  'fair 
value'   required  some  consideration  of  reproduction  costs  as 
well  as  of  original  costs,  but  that  'present  fair  value' 
is  not  synonymous  with  'present  replacement  cost,'   particularly 
under  abnormal  conditions.  ***  The  lower  court  recognized 
that  it  must  exercise  an  independent  judgment  in  passing  upon 
the  evidence,  and  it  gave  careful  consideration  to  replacement 
cost.     It  is  likewise  held  that  there  was  no  rule  which  re- 
quired that  in  valuing  the  physical  property  there  must  be 
»  a  slavish  adherence  to  cost  of  reproduction  less  depreciation.' 
**♦  The  refusal  of  the  commission  and  of  the  lower  court  to 
hold  that,  for  rate-making  purposes,  the  physical  properties 
of  a  utility  must  be  valued  at  the  replacement  cost  less  de- 
preciation was  clearly  correct.     As  was  said  in  Minnesota 
Rate  Cases, (230  U.   S.   352,  434,) 'the  ascertainment  of  that 
value  is  not  controlled  by  artificial  rules.     It  is  not  a 
matter  of  formulas,  "h^t  there  must  be  a  reasonable  judgment, 
having  its  basis  in  a  proper  consideration  of  all  relevant  facts.' 

**What  these  relevant  facts  are  had  been  stated  in  Smythe  v. 
Ames,  (169  U.  S«  466,   546,  647)  and  in  Will  cox  v.  Consolidated 
Gas  Company,  (212  V.  S.   19,  52jL    The  rule  laid  down  in  these 
cases  was  expressly  recognized  as  controlling,  both  by  the 
commission  and  by  the  lower  court." 

Conmilsslons  Guided  by  Court  Decisions  when  Possible.   - 
There  are  many  other  decisions  In  which  original  cost,  repro- 
duction cost,  and  related  matters  are  discussed,  but  the  above 
quotations  ?/lll  give  a  very  good  idea  of  the  riaes  laid  down 
by  the  Supreme  Court  as  to  these  matters.     They  constitute  the 
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imle  by  which  state  commissions  and  other  agencies  making 
Taluations  for  rate-making  jmrposes  must  be  guided.  The  prob- 
lem of  the  commission  or  valuator  is  to  find  a  value  that 
will  be  adjudged  as  giving  to  original  cost  and  reproduction 
cost  such  consideration  as  the  court  holds  to  be  proper*  In 
the  telephone  case  mentioned  above,  the  fair  value  found  was 
approximately  midway  between  original  cost  and  reproduction 
cost«  In  the  Georgia  Railway  case  the  amount  arrived  at  by 
the  court  was  substantially  original  cost  with  the  exception 
of  land,  which  was  included  at  present  values.  The  coiu^t 
also  appears  to  have  given  consideration  to  the  fact  that 
sc^ne  portions  of  the  property  were  installed  at  a  coat  higher 
than  prevailed  at  the  date  of  the  valuation. 

There  is  a  great  difference  of  opinion  among  lawyers  and 
others  as  to  whether,  in  the  position  taken  during  the  last 
year,  the  court  has  indicated  a  modification  of  its  earlier 
views  as  to  the  effect  to  be  given  to  reproduction  cost  and 
the  extent,  if  any,  to  which  they  have  been  modified.  As  we 
have  already  noted,  not  all  members  of  the  court  itself  agree 
that  its  conclusions  are  in  accord  with  the  principles  stated 
by  it. 

The  Wisconsin  Supreme  Court,  in  a  recent  decision  (Wis- 
consin-Minnesota Light  and  Power  Company  v«  Railroad  Commis- 
sion of  Wisconsin)  referring  to  the  recent  decisions  of  the 
U.  S«  Supreme  Court,  said: 

"It  is  very  difficult,  if  not  Impossible,  to  deduce  froa 
the  three  oases  what  vreight  is  to  be  attached  to  cost  of 
reproduction  new  less  depreciation,  altho  in  two  cases 
the  judgements  appealed  frora  were  reversed  because  sufficient 
weight  was  not  given  to  that  factor,^ 
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Summary  of  Cases  Showing  Basis  of  Valuation^  -  Justice 
Brandeis   (U»   S,   Supreme  Court)  has  summarized  the  cases  re- 
ported in  Public  Utility  Reports  during  the  years  1920,  1921, 
1922,  and  1923   (to  March  31),   in  which  the  rate  base  or  value 
was  passed  upon  (such  cases  numbering  363),   as  follows: 

The  following  summary  shows  the  predominant  element 
in  fixing  the  rate  base  in  the  several  cases: 

"In  6  cases:   Reproduction  cost  at  unit  prices  prevailing: 
at  the  date  of  the  valuation. 

"In  28  cases:   Reproduction  cost  at  unit  prices  prevailing 
at   some  date,  or  the  averages  of  some  period,   prior  to  the 
date  of  valuation. 

In  12  cases:   Reproduction  cost  at  unit  prices  prevailing 
at  some  date  not  specifically  stated. 

"In  22  cases:   Reproduction  cost  of  an  inventory  of  a  prior 
date  at  prices  prevailing  at  that  date  or  prior  thereto,  plus 
subsequent  additions  at  actual  cost  (so-called  split  inventory 
method).  ' 

In  3  cases:   Reproduction  cost  on  basis  of  future  pre- 
dicted prices  (so-called  trend  prices,  or  new  plateau  method). 

In  102  cases:   A  prior  valuation  by  the  commission  plus 
the  actual  cost  of  subsequent  additions. 

"In  85  cases:    The  actual  original  cost  (including  both 
initial  cost  and  additions). 

^In  6  cases:   Original  cost  arbitrarily  appreciated. 

^In  27  cases:    The  historical  cost  or  prudent  investment. 

.In  28  cases:  Book  cost  or  investment. 

•in  12  oases:  Bond  and  stock  capital izat ion, 

In  36  cases:  Determination  and  classification  of  method 
impossible." 

Views  of  Utilities  and  l>ublic  on  Reproduction  Cost^  - 
In  passing  this  subject  it  maiy  be  observed  that  at  the  time 
when  the  Smythe  v.  Ames  case  was  decided,  and  for  some  years 
thereafter,  the  utilities  advocated  original  cost  or  actual 
investment  as  the  rate  base,  while  the  public  authorities 
advocated  reproduction  cost.     At  that  time,  reproduction-cost 
estimates  usually  were  lower  than  book  value s.     There  were  at 
that  time,   in  many  cases  at  least,   sufficient  reasons  for 
questioning  the  book  figures  as  correctly  showing  the  actual 
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Investment*  It  is  a  well-laiown  fact  that  prior  to  1900  sys- 
tematic keeping  of  fixed-capital  accounts  involving  the  writ- 
ing off  of  retired  property  was  quite  uncommon.  But  there 
was  also  the  general  belief  that  owing  to  a  period  of  declin- 
ing prices  the  acceptance  of  reproduction  cost  would  result 
in  a  lov/er  valuation  than  original  cost  or  investment.  We  now 
find  a  complete  reversal  of  position,  both  on  the  part  of  the 
public  and  of  the  public  utilities  generally*  The  utilities 
now  contend  for  valuations  giving  dominant  effect,  or  at  least 
substantial  effect,  to  reproduction  cost,  while  those  present- 
ing cases  to  the  commissions  in  behalf  of  the  users  of  the  ser- 
vice are  contending  for  the  original  cost  or  "prudent  invest- 
ment" basis* 

Possible  Affects  of  Reproduction-Cost  Valuations  on  In- 
vestors* -  The  histoi*y  to  l\e   written  on  this  subject  during 
the  next  few  years  will  be  of  deep  concern  to  investors  in 
public  utilities  and  the  pu.blic  generally*  During  the  past 
eight  years  construction  costs  have  been  relatively  high,  and 
during  this  same  period  there  has  been  an  extraordinary  growth 
in  public -utility  business,  requiring  very  large  additions  to 
plant  capacity. 

This  is  especially  true  of  the  electric  light  and  power 
business,  in  which  the  demand  for  service  has  required  many 
companies  to  double  their  investment  during  the  past  few  years. 
Much  of  this  investment  represents  long-lived  property*  As 
it  has  been  installed  during  the  period  of  higher  construction 
costs,  a  decline  in  material  and  labor  costs  during  the  next 
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few  years  might  place  some  of  these  utilities  in  a  most  em- 
barrasing  financial  condition,  in  case  the  cotirts  should  hold 
that  dominating  effect  should  be  given  to  reproduction 
cost  at  date  of  valuation,  as  is  advocated  by  some  utility 
representatives  at  the  present  time.  The  securities  (to  a 
large  extent  long-term  issues  at  relatively  high  interest  rates) 
issued  to  finance  such  additions  are  substantially  equal  to 
the  amounts  expended  for  the  additions  to  property.  Therefore 
a  considerable  shrinkage  of  value  as  reflected  in  a  reproduc- 
tion-cost valuation  could  seriously  impair  the  ability  to  cov- 
er interest  and  dividend  requirements. 

The  utilities  that  would  be  hardest  hit  in  such  circum- 
stances would  be  those  that  have  made  the  largest  investment 
to  meet  the  demands  for  service  during  the  World  War  and  fol- 
lowing. Companies  that  were  not  required  to  make  large  invest- 
ments during  the  period  of  high  prices  would,  of  course,  fare 
much  better. 

Excess  Cost  of  Replacements.  -  The  accoimting  rules  con- 
tained in  the  classification  of  the  National  Association  of 
Railway  and  Utilities  Commissioners  provide  for  the  inclusion 
in  fixed-capital  account  of  the  excess  cost,  if  any,  of  re- 
placements over  the  cost  of  the  retired  \mits.  This  is  ac- 
complished by  crediting  the  plant  account  with  the  cost  of 
the  retired  unit  and  charging  the  plant  account  with  the  cost 
of  the  new  unit  installed.  This  rule  applies  to  all  elements 
of  the  property  that  can  be  satisfactorily  individualized. 
Where  this  is  impossible,  as  is  the  case  with  minor  items  and 
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certain  continuous  structures^  it  is  provided  that  the  re- 
pairs and  renewals  necessary  to  keep  the  property  in  effic- 
ient operating  condition  shall  be  charged  direct  to  the  main- 
tenance accoTxnts  and  that  no  provision  therefor  be  made  in  re- 
tirement reserve* 

As  the  retirement  reserve  provides  only  for  the  original 
cost  of  retired  property  (limited,  of  course,  to  the  classes 
for  which  reserves  are  created),  practically  the  only  course 
open  is  to  capitalize  the  excess  cost  of  renewal  over  the 
cost  of  the  property  retired*  To  provide  for  such  cost  out 
of  earnings  would  be  unfair  to  the  consumer,  as  it  would  make 
h^Tn  pay  for  part  of  the  property  of  the  utility* 

If  the  consumer  returns  to  the  company  thru  revenues  set 
aside  for  retirement  losses  an  amount  that  will  reimburse  the 
company  for  the  original  cost  of  the  property  when  retired, 
he  does  his  full  duty.  He  should  not  be  asked  to  pay  the 
cost  of  improving,  enlarging,  or  extending  the  property.  Even 
tho  no  improvement  is  made,  as  in  the  case  of  a  new  boiler  of 
similar  capacity  and  kind  to  the  old,  but  costing  more,  on  ac- 
count of  higher  prices  prevailing,  the  excess  cost  should  be 
capitalized.  In  this  way  the  consumer  pays  a  return  on  the 
additional  capital  required  for  use  in  his  service. 

When  property  is  replaced  at  a  cost  less  than  the  cost 
of  the  units  retired,  the  accounting  will  be  the  same  as  above 
outlined,  but,  of  course,  the  capital  accounts  will  be  de- 
creased as  a  result  of  the  replacement  transaction. 

As  a  result  of  including  in  fixed-capital  accoxints  the 
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cost  of  new  equipment  used  for  replacements  and  deducting 
the  original  cost  of  retired  property,  the  capital  account 
is  kept  more  in  line  with  the  actual  value  of  the  property 
as  expressed  in  current  prices  at  a  given  time  and,  therefore 
corresponds  more  nearly  with  both  the  cost  of  reproduction 
and  the  exchange  value. 

Current  Prices  of  Material  and  Labor  Considered^  -  In 
making  valuations  for  rate-iriaking  purposes,  the  "fair  value," 
as  fixed  by  commissions  and  approved  by  cotirts,  gives  consider- 
ation to  current  prices  of  materials  and  labor •  The  "repro- 
duction cost"  of  the  property  usually  submitted  as  one  ele- 
ment to  be  given  weight  in  arriving  at  a  judgment  as  to  "fair 
value  is  based  on  the  estimated  cost  of  reproducing  the  prop- 
erty; in  other  words,  it  is  an  estimate  of  the  cost  to  con- 
struct a  property  similar  to  the  existing  property  as  of  the 
date,  or  approximately  the  date,  at  which  the  valuation  is  to 
be  established.   If  such  a  valuation  is  made  at  a  time  when 
materials  and  labor  prices  have  been  rising  for  several  years, 
the  reproduction  cost  will  necessarily  be  considerably  great- 
er than  the  actual  cost  or  investment.  If  the  accounting  prac- 
tice has  been  to  charge  all  excess  cost  of  replacements  to 
operating  expenses,  and  if  the  consumer  has  paid  in  revenues 
amounts  sufficient  to  cover  isuch  expenses,  plus  a  reasonable 
return  on  the  investment,  he  may  be  said  to  have  paid  in  rates 
the  excess  cost  of  the  replacements  over  the  cost  of  the  orig- 
inal units  that  were  paid  for  from  capital  funds.  If,  then, 
an  appraisal  of  the  property  of  the  utility  is  made  on  the 
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reproduction  basis  at  current  prices  of  labor  and  materials, 
such  appraisals  reflect  the  same  elements,  included  in  the 
appraisal  as  a  capital  item,  as  were  reimbursed  to  the  com- 
pany by  the  consumers  as  an  element  of  operating  cost.  This 
introduces  a  duplication,  effect  being  given  to  the  same  ele- 
ment of  cost  both  in  valuation  and  in  operation^  The  result 
of  this  duplication  may  be  shown  by  the  following  illustration 

Capitalizing  Excess  Cost  of  Replacement  Illustrated,  - 
The  original  construction  cost  of  a  plant  was  $100,000.  Of 
this  original  plant,  portions  costing  $50,000  have  been  re- 
tired and  replaced  with  proi)erty  costing  $90,000,  all  of 
which  has  been  charged  to  operating  expenses  as  replacements. 


The  books,  therefore,  still  show  the  plant  account  at  $100,000, 
altho  the  acttial  cost  of  the  property  in  service  is  $140,000, 
The  40,000  of  increased  cost,  being  charged  to  operating  ex- 
penses, presumably  Has  been  paid  for  by  consumers.  If  a  val- 
uation were  now  made  by  a  commission  using  book  values  as 
representing  original  cost,  the  finding  of  value  would  be 
$100,000, 

If  reproduction  cost  be  used,  the  amount  of  the  valua- 
tion would  be  $140,000,  If  a  return  of  8  per  cent  on  the 
valuation  were  allowed,  the  company  would  receive  a  return 
per  annum  of  $11,200,  If  the  book  value  of  $100,000  were 
used,  the  return  would  be  $8,000  per  annum,  or  $3,200  less- 
than  on  the  valuation  of  $140,000, 

If  the  cons\amer  can  he   considered  to  have  paid  the 
$40,000  excess  cost  of  replacements  added  to  the  valuation  by 
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the  use  of  the  reproduction-cost  basis,  he  would  now  pay 
|3,200  per  year  on  the  same  $40,000  which  he  had  previously 
paid  in  rates.  If  the  books  show  the  |40,000  in  fixed- 
capital  account  instead  of  in  operating  expense,  the  con- 
sumer would,  of  course,  pay  the  annual  amount  of  $11,200  (be- 
ing 8  per  cent  on  $140,000),  but  would  not  be  reqtiired  to 
pay  the  $40,000  in  addition  thereto. 

As  the  courts  have  held  that  in  valuing  the  property  con- 
sideration must  be  given  to  reproduction  cost,  the  only  way  to 
minimize  or  prevent  the  results  described  is  to  Include  in 
the  fixed-capital  accovmts  the  actual  cost  therefor,  thereby 
keeping  it  out  of  the  operating-expense  accounts. 

Existing  Depreciation.  -  The  amount  of  depreciation  ac- 
tually existing  in  the  physical  property  at  the  date  of  val- 
uation is  a  subject  for  the  engineer's  consideration.  Ac- 
counting records  will  show  the  histoiy  of  retirements  in  past 
years,  the  adequacy  or  inadequacy  of  the  provisions  made  there- 
for thru  a  depreciation  or  retirement  reserve,  and  the  amount 
in  the  reserve  at  the  date  of  valuation.  The  accounting  rec- 
ords should  also  furnish  information  as  to  the  age  of  differ- 
ent classes  of  property  and  the  amount  of  salvage  that  has 
been  received  upon  the  retirement  of  property.  This  informa- 
tion should  be  of  use  to  the  engineer  making  the  appraisal. 
The  engineer  will  ascertain  the  present  condition  of  the  prop- 
erty, and  the  results  of  his  investigation  as  to  the  extent 
of  depreciation  may  be  checked  and  compared  with  the  amount 
held  in  reserve  to  offset  depreciation.  The  results  of  the 
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accounting  and  engineering  studies  should  furnish  the  coimnis- 

sion  valuable  data  for  determining  the  extent  to  which  the 

value  of  the  property  may  have  declined  because  of  deprecia- 
tion. 

In  many  of  the  cases  decided,  the  commission.  Instead 
of  attempting  to  find  by  inspection  of  the  property  the  ex- 
isting depreciation,  has  accepted  the  amount  of  the  deprecia- 
tion reserve  as  the  measure  of  existing  depreciation,  and  has 
adopted  such  amount  in  making  its  valuation. 

In  a  recent  case,  the  Hew  York  Commission,  in  making  a 
valuation,  deducted  the  full  amount  of  the  depreciation  re- 
serve, stating:  "These  depreciation  reserves  represent  the 
company's  own  estimate  of  the  extent  to  which  their  own  prop- 
erty has  aged,  the  extent  to  which  the  liability  of  replace- 
ment has  accrued,  and  the  extent  to  which  the  property's  power 
to  continue  service  has  been  exhausted.  The  company  should 
be  bound  by  its  own  contention  and  its  own  practices.  The 
amount  of  the  depreciation  3«eserve  has  not  been  held  in  a  sep- 
arate fund,  but  it  has  been  invested  in  telephone  plant  (rec, 
pp.  535-536)  and  embraced  in  property  which  has  been  here  eval- 
uated for  the  purpose  of  determining  a  rate  base.  The  company 
thus  has  credit  for  all  property  it  uses  in  the  public  service 
and  there  is  simply  deducted  the  amount  of  its  own  estimate  of 
the  accrued  depreciation  in  its  plant,  which  is  the  equivalent 
of  its  reserves  maintained  by  collections  from  subscribers. 
We  believe  the  decisions  of  the  courts  are  in  accordance  with 
this  view." 
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Public  Utilities  generally  object  to  the  deduction  of 
theoretical  depreciation  based  on  the  so-called  straight- 
line  method  of  computation,  which  was  the  method  used  by  the 
telephone  company  involved  in  the  case  referred  to  above. 
It  is  contended  that  such  deductions  deprive  the  company  of 
property,  or  the  use  of  property  which  belongs  to  the  company, 
and  that  such  action  is  unjust*, 

It  is  not  the  purpose  here  to  argue  the  matter  as  to 
which  course  should  be  taken,  or  to  fully  present  the  rea- 
sons on  each  side.  So  far  as  a  presentation  of  the  matter 
from  the  accounting  standpoint  in  a  rate  proceeding  is  con- 
cerned, it  is  apparent  that  the  record  of  the  depreciation 
reserve,  the  use  made  of  the  moneys  belonging  to  the  reserve 
and  the  extent  to  which  replacements  are  charged  to  operating 
expenses,  form  a  most  important  line  of  evidence,  which  should 
be  fully  presented  to  the  commission  or  the  court  considering 

the  case. 

Corporate  History,  -  In  the  development  of  the  public 
utilities  of  this  country  there  have  been  many  consolidations, 
reorganizations,  leases,  purchases,  and  sales  of  established 
utilities*  An  accounting  report  to  a  commission,  or  for  the 
use  of  a  commission  in  a  rate  case,  should  show  the  corporate 
history  of  each  company  that  has  held  the  property.  Such  a 
report  should  give  the  date  of  organization  of  each  corporation, 
the  property  it  controlled  or  acquired,  the  cost  of  the  prop- 
erty, use  or  disposition 'of  the  property,  the  amount  and  kinds 
of  stocks  and  bonda  issued,  the  money  or  property  received  as 
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consideration  for  stocks  and  bonds,  the  disposition  of  such 
moneys  or  property,  the  funds  procured  from  other  so^lrces, 
and  a  statement  of  annual  revenues,  expenses,  and  pro'f'its^ 
In  short,  everything  of  importance  relative  to  the  financial 
history  should  be  shown. 

Cost  of  Structural  Units.  -  In  addition  to  statements 
showing  all  utility  property  classified  in  accordance  with 
the  primary  accounts  of  the  classification  of  plant  and  equip- 
ment accounts,  the  cost  of  m4ajor  atinictures  should  be  shown 
by  structural  units,  such,  for  instance,  as  cost  of  power 
house,  gas  holder,  water  tank,  or  reservoir. 

In  case  the  records  are  so  incomplete  that  the  original 
cost  to  date  of  all  the  property  cannot  be  ascertained,  it 
is  of  even  greater  importance  that  the  cost  of  structural  units 
be  shown  as  far  as  possible.  This  information  is  the  best 
guide  obtainable  for  the  use  of  the  engineer,  who,  in  the  ab- 
sence of  data  obtained  by  the  accountant  showing  complete  or- 
iginal cost,  must  build  up  from  inventory,  as  of  the  date  of 
valuation,  an  estimate  of  original  cost.  The  amount  of  work 
along  these  lines  v/ill  depend  greatly  upon  circumstances  in 
particular  cases  and  upon  the  extent  that  information  of  this 
character  will  assist  the  engineer  making  the  appraisal. 

Insufficient  Records.  -  In  some  cases,  because  of  loss  of 
records,  it  is  impossible  to  ascertain  the  original  cost  of 
all  the  property  of  the  corporations.  Instead  of  ascertain- 
ing the  cost  of  individual  pieces  of  property,  the  accountant 
endeavors  to  deteinnine  the  investment  by  ascertaining  the 
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soiirces  from  which  the  money  used  was  obtained  and  the  amoiint 
thereof • 

If  securities  were  issued  in  exchange  for  property,  par- 
ticulars of  the  transactions  should  be  given.  If  appropria- 
tions from  income  or  surplus  have  been  made  for  additions 
and  betterments,  the  extent  of  such  reinvestment  of  earnings 
should  be  disclosed.  The  amount  and  the  source  of  all  moneys 
that  have  been  expended  for  property  should  be  shown.  If  the 
accountant  is  able  to  secure  ihis  information,  the  total  amount 
that  has  been  expended  in  acquiring  and  building  up  the  utility 
property  will  have  been  ascertained.  This  is  not  necessarily 
the  original  cost  to  date  of  property  in  service,  because  some 
of  the  property  originally  installed  may  be  no  longer  in  use. 
Therefore,  deduction  for  retirements  must  be  made  in  order 
that  the  original  cost  of  property  still  in  use  may  be  found. 

The  next  problem  is  to  detennine  v/hat  items  of  property 
have  been  retired  but  not  written  off.  If  the  records  have 
been  so  badly  kept  that  they  do  not  show  retirements,  they 
are  apt  to  be  too  incomplete  to  readily  disclose  v/hat  prop- 
erty has  been  abandoned  or  retired.  However,  it  is  possible 
in  many  instances  by  a  close  study  of  the  records  to  dis- 
cover at  least  the  major  items.  One  method  by  which  they  may 
be  traced  is  to  note  the  new  installations  and  ascertain  whether 
they  are  additions  or  replacements.  If  a  replacement,  frequent- 
ly the  records  will  yield  information  as  to  the  cost  of  the 
original  unit.  It  may,  of  coi;Lrse,  be  necessary  to  search  the 
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ords  for  a  considerable  period  for  the  purpose  of  identify- 
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ing  the  original  entry.  In  the  case  of  property  retired 

and  not  replaced,  other  means  of  identification  may  be  avail- 


able* 

To  a  considerable  extent  the  success  of  the  accountant 
in  establishing  the  necessary  evidence  of  cost  will  depend 
upon  his  resourcefulness  and  experience  in  connection  with 
the  utility  business.  In  examining  the  entries  of  the  cost 
of  units  installed  many  years  previously,  the  experienced 
accountant  will  note  those  units  that  are  of  a  type  no  long- 
er in  use,  or  will  recognize  buildings  and  other  structures 
the  use  of  which  has  been  discontinued. 

Frequently  the  minutes  of  the  directors'  meetings  will 
be  of  service  in  obtaining  information  as  to  important  changes. 
In  the  majority  of  cases  where  records  exist,  even  tho  details 
be  scant,  it  is  possible  to  trace  the  more  important  \xnits 
of  property.  If  nothing  more  definite  can  be  determined,  it 
should  at  least  be  possible  to  determine  the  maximum  amount 
of  investment  that  has  been  made  in  the  property.  Even  this 
serves  as  a  check  on  other  estimates* 

Gifts^  Grants,  and  Donations.  -  Pieces  of  property  are 
sometimes  acquired  by  a  public  utility  without  outlay  in  cash 
or  its  equivalent.  These  may  be  given  by  public  authority 
or  by  private  individuals.  In  some  cases  the  company  acquires 
title  to  the  property,  while  in  others  it  does  not.  Occasion- 
mlly  the  right  is  granted  for  the  use  of  the  property  for 
utility  purposes  only.  This  right  may  be  for  as  long  a  period 
as  the  property  is  used  for  the  specified  purposes,  or  may  be 
for  a  definite  period,  but  it  does  not  become  the  property  of 
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the  company,  and  the  right  of  use  is  conditioned  upon  the 
continuance  of  its  use  for  the  specified  purpose. 

A  common  source  of  ar(5ument  arising  in  connection  with 
valuations  for  rate  making  is  the  matter  of  the  dividing  line 
between  facilities  furnished  by  the  company  and  those  provided 
by  the  consumer.  PrequentDjr  in  the  valuation  of  gas  or  water 
utilities  it  develops  that  during  all  or  part  of  the  company's 
history  the  consumer  paid  for  the  service  pipe  extending  from 
the  main  located  in  the  street  to  his  property  line,  and  in 
some  cases  for  the  meter.  Considerable  argument  develops  at 
public  hearings  before  commissions  as  to  who  actually  paid 
for  these  things,  at  whose  cost  they  have  been  maintained,  and 
whether  the  company  should  be  allowed  a  rate  of  return  upcm 
their  cost  or  fair  value. 

Another  question  of  recent  origin  relates  to  rural  elec- 
tric transmission  and  distribution  lines,  where  residents  of 
rural  communities  build  the  line  and  transfer  it  to  a  utility 
company  without  payment  for  its  cost,  the  company  accepting 
it  under  an  agreement  wherel)y  the  company  assumes  the  main- 
tenance of  the  line  and  renders  service  to  the  builders. 

It  is  the  accountant's  business  to  produce  the  facts  so 
far  as  records  at  his  service  will  permit,  so  that  the  engi- 
neers and  lawyers  may  present  their  theories  and  arguments 
with  respect  to  such  facts,  and  commissions  and  courts  may 
decide  the  case  with  a  complete  record  before  them. 

Property  Hot  Used  and  Useful.  _  in  valuation  for  rate- 
making  purposes,  state  commissions  have  been  practically  unan- 
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imous  in  excluding  property  not  "used  or  useful"  in  render- 
ing public -utility  service*  This  mile,  however,  is  not  usu- 
ally applied  where  property  is  held  for  future  use  if  there 
is  reasonable  expectation  that  it  will  be  actually  used  and 
useful  in  future  operations.  Neither  is  this  rule  always 
applied  in  the  case  of  property,  the  use  of  which  has  un- 
expectedly terminated  and  before  reasonable  opportunity  is 
afforded  to  write  off  the  loss  against  earnings.   It  has  fre- 
quently been  held  that  investment  in  land,  buildings,  or  other 
property  in  excess  of  the  needs  of  the  present  or  immediate 
future  should  not  be  included  in  the  valuation  on  which  pre- 
sent cons\imers  are  required  to  pay  a  return.   In  many  cases, 
however,  it  is  a  wise  managerial  policy  and  in  the  interest 
of  the  consumers  for  the  company  to  acquire  land  suitably  lo- 
cated for  its  extensions  before  the  demand  for  such  land  for 
other  uses  results  in  an  increase  in  its  market  value* 

Where  property  not  in  use  is  carried  on  the  books (whether 
held  for  future  use  or  to  be  disposed  of  and  written  off),  it 
is  not  for  the  accountant  to  determine  its  present  value  or 
to  say  whether  any  value  for  such  assets  should  or  should  not 
be  included  in  the  valuation.  If  he  presents  to  the  commission 
all  available  informat^ion  as  to  the  cost  of  such  items,  date 
acquired,  how  long  used,  when  their  use  was  discontinued,  and 
available  facts  bearing  on  their  probable  future  usefulness, 
he  has  done  all  that  can  be  expected  of  him  in  this  matter, 
as  far  as  valuation  is  concerned* 

Property  Owned  but  Not  Used.  -  Property  owned  by  the  com- 
pany but  leased  to  others  requires  special  consideration  in 
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a  rate  case.  The  value  of  such  property  may  be  included 
or  may  be  excluded  in  the  valuation  for  rate-making  purposes. 
If  included,  the  income  received  in  the  form  of  rental  for 
the  use  of  the  property  must  be  considered  as  part  of  the  com- 
pany's income,  the  same  as  tho  earned  from  its  own  operations. 
If  such  property  is  excluded  from  the  valuation,  the  rentals 
must  be  excluded  from  the  income,  so  far  as  the  rate  case  is 
concerned. 

The  accountant's  exhibits  should  show  the  terms  and  con- 
ditions of  the  lease  under  which  the  property  is  used  and 
should  particularly  show  the  amount  of  the  rentals  and  the 
original  cost  of  the  property. 

Care  must  also  be  used,  in  analyzing  the  operating  ex- 
penses, as  to  any  expense  incident  to  such  property.  If  in- 
come is  excluded  for  rate  purposes,  consistency  requires  that 
the  expense  in  connection  with  it  be  fully  determined  and 
applied  against  such  income  and  not  included  in  the  regular 
operating-expense  statement. 

The  foregoing  suggestions  apply  to  the  preparation  of 
statements  and  exhibits  and  their  use  in  a  rate  proceeding. 
It  is  not  to  be  understood  that  the  books  themselves  are  to 
be  adjusted  and  set  up  exactly  to  correspond  with  the  manner 
in  which  a  commission  may  view  a  particular  case.  As  a  matter 
of  bookkeeping,  however,  the  books  and  records  should  be  kept 
so  far  as  practicable  so  that  data  can  be  readily  obtained 
for  consideration  of  all  aspects  of  the  situation  presented 
where  property  is  operated  under  lease. 
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Property  Used  but  Not  Owned >  -  Property  used  by  the  com- 
pany in  its  own  operations  under  lease  from  others  presents 
a  situation  involving  many  of  the  same  principles  and  meth- 
ods of  treatment  as  discussed  under  "property  owned  but  not 
used*"  The  value  of  such  property  may  be  added  to  the  valua- 
tion of  company-owned  property  and  the  rentals  paid  for  its 
use  excluded  from  the  cost  of  operation;  or  it  may  be  omitted 
from  the  valuation  and  the  rentals  included  in  operating  cost. 
Of  course,  rental  is  in  the  nature  of  a  return  on  the  invest- 
ment in  the  rented  property.   If  the  value  of  the  rented  prop- 
erty is  included  in  the  total  value  for  the  company  operating 
it,  the  return  allowed  on  the  entire  property  value  includes 
a  return  to  the  operating  company  on  the  rented  property.  Out 
of  this  ret\irn  the  operating  company  will  pay  its  rentals,  in- 
terest, and  dividends.  All  three  items  represent  return  on 
investment  in  used  and  useful  property. 

If  the  leased  property  is  not  included  in  the  valuation 
of  the  operating  company,  the  rentals  paid  must  be  considered 
as  an  operating  cost,  for  if  not  so  considered,  the  company 
would  receive  no  return  for  the  use  of  the  property,  not  even 
a  return  for  the  actual  rental  paid. 

The  utility  company,  if  it  has  succeeded  in  making  a 
good  bargain  in  renting  a  property  at  a  low  level,  is  likely 
to  claim  a  rate  as  high  as  allowed  for  its  owned  property. 
The  company  will  claim  that  on  the  ground  that  as  it  is  "used 
and  useful  in  the  public  service,"  the  property  is  just  as 
valuable  for  that  purpose  as  tho  owned  by  the  company,  and 
that  the  compaiay  is  entitled,  because  of  its  foresight  and 
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business  sagacity  in  making  the  bargain,  and  perhaps  because 
of  the  risks  of  operation  which  it  assumes,  to  reap  the  bene- 
fit of  the  difference  between  the  low  rental  and  the  "fair 
return"  allowed  for  the  use  of  its  property  for  public-utility 
purposes. 

Somewhat  closely  related  to  the  subject  of  "leased  prop- 
erty" is  the  matter  of  improvements  on  leased  property.  Where 
improvements  are  made  on  property  held  under  lease,  if  the  full 
benefit  of  such  improvements,  will  not  be  obtained,  due  to  the 
fact  that  the  improvements  will  outlast  the  period  covered 
by  the  lease  and  will  revert  to  the  lessor,  a  question  arises 
as  to  the  value  to  be  assigned  to  such  improvements.  A  com- 
plete record  of  this  class  of  property,  together  with  all  i)er- 
tinent  facts  concerning  it,  should  be  secured. 

Property  jointly  owned  presents  another  subject  for  con- 
sideration as  to  the  valuation  to  be  placed  thereon  for  rate- 
making  purposes.   It  is  important  that  the  extent  of  owner- 
ship and  other  matters  of  interest  relating  to  the  use  of 
such  property  be  fully  disclosed.  The  company »s  records  with 
reference  to  this  class  of  property  should  be  carefully  kept, 
as  it  is  a  matter  in  which  there  is  considerable  opportunity 
for  misunderstanding  unless  adequate  records  are  maintained. 

Property  Acquired  from  Income  or  Surplus.  -  There  appears 
to  have  been  some  confusion  in  certain  decisions  of  courts 
and  commissions  as  to  whether  prop9rty  paid  for  out  of  surplus 
earnings  should  be  included  in  valuations  for  rate  making. 
S\irplus  earned  under  lawful  rates  is  unquestionably  the  prop- 
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erty  of  the  corporation.   It  is  available  for  distrilmtion 
as  dividends  if  the  directors  desire.  If  they  choose  to  re- 
invest the  money  in  additions  and  betterments,  the  stockholders 
do  not  thereby  forfeit  their  property  or  their  right  to  its 
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The  argument  that  the  stockholders  should  not  receive  a 
retxirn  on  the  property  so  sicquired,  because  the  "public"  has 
paid  for  it,  could  be  applied  with  as  much  justification  to 
all  dividends.  All  dividends  are  paid  for  by  the  "public" 
out  of  revenue  from  rates.  When  the  rates  collected  are 
the  lawful  rates,  it  is  the  stockholder's  right  to  retain 
them  and  receive  his  profit  in  cash  dividends  or  to  reinvest 
it  in  additional  property  as  he  may  choose.  The  accountant, 
however,  should  not  only  know  the  source  of  funds  employed 
in  the  business  and  the  profits  accruing  from  their  use,  but 
should  also  understand  the  legal  and  economic  status  of  such 
funds  in  order  that  he  may  the  more  effectively  protect  the 
interests  committed  to  his  care,  and  may  aid  in  promoting 
sound  public  policy  in  places  where  the  issues  have  become 
somewhat  befogged. 

Going  Value.  -  "Going  Value"  or  "Going  Concern  Value" 
represents  an  element  of  value  that  has  been  recognized  by- 
commissions  and  courts  in  varying  degrees.  The  term  "going 
value"  is  not  an  accounting  term,  and  the  books  will  reveal 
no  figures  definitely  representing  this  element  of  value. 
The  accountant  is  concerned  with  it  because,  in  whatever 
light  it  is  considered,  the  financial  history  of  the  company 
and  various  data  drawn  from  the  records  of  the  business  will 
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supply  the  basis  for  a  reasonable  Judgment  as  to  the  value 
to  be  assigned  to  this  element. 

There  is  no  generally  accepted  rule  or  formula  for  de- 
termining the  amount  of  going  value.  The  most  important  de- 
cisions  usually  express  the  judgment  of  the  commissioners  or 
courts,  and  the  amount  determined  upon  is  perhaps  often  the 
product  of  the  application  of  varying  economic  views  of  dif- 
ferent  individuals  to  the  circumstances  in  the  particular  case 
under  review* 

In  some  cases,  attempts  have  been  made  to  determine  the 
amount  of  going  value  by  mathematical  calculations.  Probably 
the  rule  most  nearly  approaching  mathematical  precision  is 
one  used  by  the  New  York  Co^xrt  of  Appeals  (in  People  v.  Will, 
104  N.  E.  912),  in  which  Justice  Miller,  defining  going  val-' 
ue  and  stating  a  method  for  its  determination,  said: 

2  tM,'"casf '?f  r^TJ   ^'"'  "**»  Pun>03e3.  as  involved 
of  nit  ea™i;;.«  h!^     !T'"*  ^"^""^  *°  *»»«  deficiency 

sonably  necessary  and  proper  to  the  development  of  the  bus- 
iness and  property  to  its  present  stage  and  not  oompSsS 
m  the  valuation  of  the  physical  property. 

•Sr^'w 'L"L'\r\t""'*'''^  ""'*^*'*'  "'  determining 
going  vame'  la  to  show  the  actual  exner 4  #»«/*«  ^¥»  4.u 

f^^tlL'^  "I'^^T'  ^--*-»^=.  Sf  ea'SgHrof  the%t:rt" 

eLi4^?     !i\'.''   *^^  «»=P«ndifnires  not  reflected  by  thS  presfnt 
lT.tl     \       ^^\P^'y'i<*l  property,  the  extent  to  which  bad 
managemont  or  other  causes  oreventert  nr-  A^r.^^4.^  "men  oaa 

J.,  j.1.  'jwj.xi.j.oncy  in  lair  return  to  the  invest-nr*  Aim, 

to  the  causes  under  consideration."  investors  due 

The  method  here  applied  is  generally  Imown  as  the  "Wis- 
consin method,"  frequently  referred  to  as  "accrued-deficit 
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methods  A  more  definite  Idea  of  the  accounting  procedure 
Involved  in  this  method  may  be  had  from  the  following  quo- 
tation from  a  report  of  the  Wisconsin  Railroad  Commission  in 

1910 : 

"The  plant  was  charged  with  the  cost  of  the  plant  at  the 
beginning  of  the  first  year,  with  the  new  extensions,  in- 
terest on  the  investment,  depreciation  of  the  plant,  and 
the  expenses  of  operation  dtiring  the  first  year»     It  was 
next  credited  with  the  total  gross  earnings  during  the 
year.     The  balance  between  these  debits  and  credits  was 
regarded  as  the  net  value  of  the  plant  at  the  end  of  the 
year.     This  baleuice  was  then  carried  forward  to  the  be- 
ginning of  the  second  year,  and  with  the  extensions,   in- 
terest, depreciation,  and  operating  expenses  for  this  year 
charged  up  against  the  plant  in  the  same  manner  as  for  the 
first  year.     The  credits  to  the  plant  for  the  second  year, 
the  same  as  for  the  first,  consisted  of  the  gross  earnings; 
and  the  balance  was  regarded  as  the  net  value  of  the  plant 
at  the  end  of  the  second  year.     These  operations  were  per- 
formed for  each  year  of  the  life  of  the  plant,  the  balance 
at  the  end  of  the  last  regarded  as  the  value  of  the  plant 
on  the  earnings  basis  in  question  at  the  end  of  the  period. 
Computations  of  this  character  must  of  necessity  show  the 
value  of  a  plant  at  the  end  of  each  year  on  any  given  earn- 
ing basis.*' 

Many  of  the  factors  named  in  connection  with  the  fore- 
going formula  are  ascertainable  from  the  records*     However, 
the  language,   "the  extent  to  which  bad  management  or  other 
causes  prevented  or  depleted  earnings  and  any  other  factors 
bearing  on  the  question,"  introduces  elements  which  it  may 
be  difficult  to  express  with  mathematical  accuracy.     It  would, 
for  instance,  ordinarily  be  difficult  to  determine  the  exact 
extent  of  the  effect  of  bad  management  on  earnings.     This  ques- 
tion would  usually  involve  the  exercise  of  judgment  as  to  what 
financial  results  of  operation  would  have  been  secured  under 
a  management  that  was  not  "bad,"  before  the  effect  of  bad 
management  in  each  year  of  the  company's  past  history  could 
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be  measxired  in  financial  terms. 

One  point  raised  against,  this  formula  is  that  it  does 
not  work  both  ways;  that  it  permits  an  increase  in  rate  mak- 
ing value  to  the  extent  that  past  earnings  have  failed  to 
yield  a  fair  return,  but  that  it  does  not  reduce  the  value 
of  excessive  earnings  that  have  been  received.  The  objec- 
tion is  also  made  that  the  less  value  a  property  has  as  a  rev- 
enue producer,  the  higher  its  going  value  would  be;  that  errors 
of  judgment  in  the  location,  engineering  blunders  in  construc- 
tion, and  inefficient  management  in  operation  may  be  improp- 
erly rewarded. 

In  numerous  cases  the  method  above  described  has  been  re- 
jected, and  an  amount  representing  going  value  determined  up- 
on some  other  basis  has  been  Included  in  the  valuation.  In 
many  cases  the  basis  upon  which  the  amount  is  determined  Is 
not  explained.  There  are  also  numerous  cases  in  which  it  Is 
stated  that  the  property  has  been  valued  as  a  going  concern 
and  proper  allowance  made  for  going  value  without  separating 
It  from  the  other  elements  of  value  and  stating  the  specific 
amount  thereof. 

The  so-called  accrued-deficit  theory  above  discussed  was 
rejected  by  the  U.  S.  Supreme  Court  in  a  case  where  the  ques- 
tion was  whether  going  value  determined  on  this  basis  should 
be  Included  in  a  valuation  for  the  purpose  of  determining 
whether  a  rate  is  confiscatory.   (Galveston  Electric  Company  v. 
City  of  Galveston,  258  U.  S.  388,  66  L.  ed.  382;  Sup.  Ct.  357, 
April  10,  1922).  The  Court  stated: 
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"The  going-concern  value  for  which  the  master  makes  al- 
loffance  is  the  cost  of  developing  the  operating  railway  system 
into  a  financially  successful  concern.  The  only  evidence 
offered  or  relied  upon  to  support  his  findings  is  a  capitali- 
zation of  the  net  balance  of  alleged  past  deficits  in  accordance 
with  what  was  said  to  be  the  Wisconsin  rule,  *  *  * 

"If  the  rule  were  that  a  prescribed  rate  is  to  be  held 
confiscatory  in  case  net  earnings  are  not  sufficient  to  yield 
8  per  cent  on  the  amount  prudently  invested  in  the  business, 
there  might  be  propriety  in  counting  as  part  of  the  investment 
tuch  aaount,  if  any,  as  was  necessarily  expended  at  the  start 
in  overcoming  initial  difficulties  incident  to  operation  and 
in  securing  patronage.  But  no  evidence  of  any  such  expenditure 
was  introduced;  and  the  claim  of  the  company  does  not  proceed 
upon  that  basis.  ♦  ♦  * 

"The  fact  that  a  utility  may  reach  financial  success  only 
in  time  or  not  at  all  is  a  reason  for  allowing  a  liberal  re- 
turn on  the  money  invested  in  the  enterprise;  but  it  does 
not  make  past  losses  an  element  to  be  considered  in  deciding 
what  the  base  value  is  and  whether  the  rate  is  confiscatory. 
A  company  which  has  failed  to  secure  from  year  to  year  suffic- 
ient earnings  to  keep  the  investment  unimpaired  and  to  pay 
a  fair  return,  whether  its  failure  was  the  result  of  impru- 
dence in  engaging  in  the  enterprise,  or  of  errors  in  manage- 
ment, or  of  omission  to  exact  proper  prices  for  its  output, 
cannot  erect  out  of  past  deficits  a  legal  basis  for  holding 
confiscatory  for  the  fliture,  rates  which  would,  on  the  basis 
of  present  reproduction  i-alne,  otherwise  be  compensatory.  *  *  * 

"'Past  losses  obviousily  do  not  tend  to  prove  present  val- 
ues. The  fact  that  a  sometime  losing  business  becomes  profit- 
able eventually,  thru  grcirth  of  the  community  or  more  efficient 
management,  tends  to  prove  merely  that  the  adventure  was  not 
wholly  misconceived.  It  is  doubtless  true,  as  the  master  indi- 
cated, that  a  prospective  purchaser  of  the  Galveston  system 
would  be  willing  to  pay  more  for  it  with  a  record  of  annual 
losses  overcome  than  he  would  if  the  losses  had  continued. 
But  would  not  the  property  be  at  least  as  valuable  if  the 
past  had  presented  a  record  of  continuous  successes?  And 
shall  the  base  value  be  deemed  less  in  law  if  there  was  no 
development  cost,  because  success  was  instant  and  continuous. 
Or,  if  the  success  had  been  so  great  that,  besides  paying  an 
annual  return  at  the  rate  of  8  per  cent,  a  large  surplus  had 
been  accuamlated,  could  the  city  insist  that  the  base  value 
be  reduced  by  the  amount  of  the  surplus? 

"Going-concern  value  and  development  cost,  in  the  sense 
in  which  the  master  used  these  terms,  are  not  to  be  included 
in  the  base  value  for  the  purpose  of  determining  whether  a 
rate  is  confiscatory." 

The  "reproduction  value"  used  above  is  explained  in  a 
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preceding  paragraph  of  the  decision  as  "estimated  iindepre- 
ciated  cost  of  reproduction  on  the  historical  basis;  that 
is,  what  the  property  ought  to  have  cost  on  the  basis  of 
prices  prevailing  at  the  time  the  system  and  its  various 
\inits  were  constructed." 

Sunmiing  up  the  points  touched  upon,  we  find  that  going 
value  is  now  generally  recoginized  as  an  element  to  be  included 
(when  supported  by  proper  evidence)  in  the  valuation  of  public 
utilities  for  rate-making  purposes;  that  its  natiire  and  the 
processes  by  which  the  amount  is  to  be  detennined  are  matters 
upon  which  there  still  exists  great  contrariety  of  opinion; 
that  it  is  generally  regarded  as  not  susceptible  of  exact 
mathematical  computation;  that  its  determination  is  largely 
a  matter  of  judgment;  and  that  the  financial  history  of  the 
company  affords  a  basis  for  its  consideration* 

Valuation  of  WorldLng  Capital*  -  The  term  "working  capital" 
is  applied  to  an  element  of  value  for  which  allowance  is  made 
in  valuations  for  rate-making  purposes,  and,  like  "going  val- 
ue," is  not  an  accounting  term*  The  determination  of  the  al- 
lowance for  working  capital,  however,  is  reached  directly  from 
the  infoiTnation  exhibited  by  the  accoiints,  particularly  those 
representing  current  assets,  current  liabilities,  and  operating 
expenses. 

The  justification  for  allowing  an  amount  for  working  cap- 
ital as  a  part  of  the  total  valuation  for  rate-making  purposes 
arises  from  the  necessity  for  the  production  and  delivery  of 
service  for  a  period  before  the  receipts  from  its  sale  are 
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available.  A  utility  company  must  make  an  outlay  for  mater- 
ials and  supplies  to  operate  and  maintain  its  plant  and  equip- 
ment, must  pay  its  employees  and  provide  for  insurance  and 
other  items.  The  length  of  time  that  these  expenditures 
must  be  made  before  revenues  are  available  varies  to  a  con- 
siderable extent  with  respect  to  different  classes  of  mater- 
ials, and  with  reference  to  labor  depends  upon  the  frequency 
with  which  labor  is  paid.   Insurance  usually  is  paid  for  at 
least  a  year  In  advance.  A  sufficient  supply  of  all  mater- 
ials must  be  kept  on  hand  to  guard  against  delays  which  might 
be  incurred  in  purchase  or  transportation,  and  therefore  con- 
siderable sums  must  be  continually  tied  up  for  these  purposes. 

The  company,  of  course,  is  reimbursed  from  operating 
receipts  from  time  to  time,  but  the  funds  for  this  purpose 
originally  were  provided  from  capital.  The  amount  of  capital 
employed  for  this  purpose  cannot  be  withdrawn  from  the  busi- 
ness so  long  as  operations  continue*   It  is,  therefore,  just 
as  fully  dedicated  to  the  public  service  as  are  the  so-called 
fixed-capital  assets. 

No  definite  rule  capable  of  wide  application  can  be  laid 
down  as  to  the  method  of  computing  the  amount  of  working  cap- 
ital. The  circisnstances  of  each  case  must  be  considered  sep- 
arately. A  common  practice  is  to  make  an  allowance  equal  to 
the  operating  expenses  for  one  or  two  months,  or  other  speci- 
fied period,  depending  on  the  circumstances  existing  in  each 


case. 


Another  method  frequently  employed  is  to  compare  the 
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amounts  in  use  at  different  periods  by  reference  to  the  var- 
ious current-asset  and  current -liability  accounts,  and  from 
these  determine  an  average  or  normal  amount.  Usually  accounts 
payable  are  considered  as  an  offset  to  materials  and  supplies 
to  the  extent  that  they  represent  purchases  of  materials  in- 
cluded in  current  assets.  This  is  done  on  the  theory  that 
working  capital  to  the  extent  of  such  accounts  payable  does 
not  represent  funds  provided  by  the  company. 

If  the  latter  method  is  used,  great  care  should  be  exer- 
cised in  comparing  current-asset  and  current-liability  accounts, 
because  the  relation  of  these  accounts  is  not  a  reliable  in- 
dex to  the  amount  of  working  capital  needed.  Some  companies 
carry  a  relatively  large  amount  of  accounts  payable,  while 
others  finance  operations  by  temporary  loans  or  supply  them- 
selves with  working  capital  from  the  issue  of  securities. 
Some  of  the  cash  on  hand,  or  the  materials  and  supplies,  may 
have  been  acquired  from  the  sale  of  securities  for  construc- 
tion purposes.  Altho  such  cash  and  materials  are  considered 
current  assets,  they  are  not  working  capital  in  the  sense  here 
used.  Furthermore,  there  is  a  considerable  variation  as  be- 
tween different  dates  in  the  amount  of  current  assets  and  lia- 
bilities, which  fluctuate  without  regard  to  the  working  cap- 
ital in  use.  The  revenue -billing  dates  may  contribute  in 
some  measure  to  these  fluctuations.  Where  meter  reading  is 
not  continuous,  but  all  meters  are  read  at  about  the  same 
time,  just  before  the  end  of  the  month  (a  practice  followed 
by  small  companies),  the  acco\ints  receivable  on  the  last  day 
of  the  month  will  be  abnormally  large.  The  amount  of  cash  on 
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hand  is  also  abnormal  at  certain  times  diiring  the  year,  when 
there  are  accrumilations  of  fujids  to  pay  dividends,  interest, 
or  principal  of  loans,  or  for  other  purposes. 

The  amount  of  working  capital  is  a  matter  involving  the 
use  of  a  reasonable  business  judgment,  based  primarily  on  the 
facts  disclosed  by  the  books •  With  an  understanding  of  the 
nature  of  the  problem  of  determining  the  amount  of  working 
capital  allowable  as  an  element  of  valuation  of  the  property, 
the  accountant  should  be  able  to  present  the  matter  intelli- 
gently, so  that  it  may  receive  the  consideration  to  which  it 
is  entitled. 

Apportionment  of  Property  between  Different  Departments.  - 
Vnaere  a  company  operates  two  or  more  classes  of  utilities,  such 
as  electric,  gas,  ana  water,  there  is  usually  a  considerable 
amount  of  property,  particularly  land,  buildings,  and  stores, 
and  garage  equipment,  which  cannot  be  charged  in  its  entirety 
to  any  one  department.  The  commissioners^  classification  of 
accounts  provides  that  fixed-capital  accounts  should  be  so 
subdivided  as  to  distinguish  clearly  between  general  capital 
and  departmental  capital.  It  is  intended  that  the  records 
be  so  kept  as  to  enable  the  corpoi»ation  to  report  separately 
the  fixed  capital  devoted  to  each  particular  department,  or 
jointly  to  any  specific  group  of  departments. 

Altho  the  accounting  along  these  lines  may  be  carried 
out  as  carefully  as  possible,  it  is  usually  necessary  in  a 
rate  proceeding  that  a  special  study  be  made  of  the  use  be- 
ing made  of  the  property  by  different  departments.  After 
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property  is  recorded  on  the  books,  the  changes  that  take 
place  in  the  character  of  operation  and  in  relative  volume 
of  business  create  differences  in  the  extent  of  the  use, 
and  it  is  not  practicable  to  have  the  books  reveal  the  ef- 
fects of  these  changing  conditions* 

No  fixed  rule  can  be  laid  down  as  to  the  basis  on  which 
apportionment  of  jointly  used  property  should  be  made.  In 
determining  the  extent  of  the  use,  it  is  sometimes  proposed 
to  use  the  ratios  of  gross  income  of  each  department  to  total 
gross  income.  This  method,  however,  is  faulty  when  used  in 
a  rate  proceeding  wherein  the  question  at  issue  is  what  the 
gross  income  from  each  department  ought  to  be.  This  method 
was  condemned  by  the  Supreme  Court  of  the  United  States  in  its 
opinion,  rendered  by  Justice  Hughes,  in  the  Minnesota  rate 
cases  (230  U.  S.  461),  in  which  it  was  said: 

"When  rates  are  in  controrersy,  it  would  seem  to  be 
necessary  to  find  a  basis  for  a  division  of  the  total  val- 
ue of  the  property  independently  of  revenue,  and  this  mast 
be  found  in  the  use  that  is  made  of  the  property;  that  is, 
there  should  be  assigned  to  each  business  that  proportion 
of  the  total  value  of  the  projterty  which  will  correspond 
to  the  extent  of  its  employment  in  that  business," 

Rate  of  Return^  -  The  determination  of  the  rate  of  re- 
turn on  the  property  valuation  involves  the  exercise  of  an 
enlightened  business  judgment  on  the  part  of  the  commissioners 
or  others  whose  duty  it  is  to  determine  the  amount  of  percent- 
age of  return  on  the  valuation.  A  fairly  comprehensive  state- 
ment of  the  matters  to  be  considered  is  contained  in  a  recent 
decision  of  the  United  States  Supreme  Court.  A  reading  of  this 
decision  will  give  a  very  good  idea  of  the  data  that  should  be 

presented  to  a  commission  to  enable  it  properly  to  consider 
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the  matter.  The  decision  referred  to  is  in  Bluefield  Water 
Works  and  Improvement  Company  v.  Public  Service  Commission 
of  West  Virginia,  decided  June  11,  1925,   (P.  U*  R.  1923  D, 
11,  43  Sup.  Ct.  Rep.  675)  It  quotes  from  several  of  the 
court's  earlier  decisions,  the  latest  decision  being  includ- 
ed in  the  following  excerpt: 

"The  company  contends  thiit  the  rate  of  return  is  too 
low  and  confiscatory.  What  Jinnual  rate  will  constitute 
just  compensation  depends  upon  many  circumstances,  and  must 
be  determined  by  the  exercise  of  a  fair  and  enlightened 
judgment,  having  regard  to  all  relevant  facts.  A  public 
utility  is  entitled  to  such  rates  as  will  permit  it  to 
earn  a  return  on  the  value  of  the  property  which  it  employs 
for  the  convenience  of  the  public  equal  to  that  generally 
being  made  at  the  same  time  and  in  the  same  general  part 
of  the  country  on  investments  in  other  business  undertakings 
which  are  attended  by  corresponding  risks  and  uncertainties; 
but  it  has  no  constitutional  right  to  profits  such  as  are 
realised  or  anticipated  in  highly  profitable  enterprises  or 
speculative  venture &•  The  return  should  be  reasonably  suf- 
ficient to  assure  confidence  in  the  financial  soundess  of 
the  utility,  and  should  be  adequate,  under  efficient  and 
economical  management,  to  maintain  and  support  its  credit 
and  enable  it  to  raise  the  money  necessary  for  the  proper 
discharge  of  its  public  duties.  A  rate  of  return  may  be 
reasonable  at  one  time  and  become  too  high  or  too  low  by 
changes  affecting  opportunities  for  investment,  the  money 
market,  and  business  conditions  generally^ 

"in  January,  1923,  in  City  of  Minneapolis  v.  Rand,  the 
Circuit  Court  of  Appeals  of  the  Eighth  Circuit  (285  Fed.  818, 
830;  sustained,  as  against  the  attack  of  the  city  on  the 
ground  that  it  was  excessive,  7^  per  cent,  found  by  a  special 
master  and  approved  by  the  District  Court  as  a  fair  and  reason- 
able return  on  the  capital  investment  -  the  value  of  the  prop- 
erty. 

** Investors  take  into  account  the  result  of  past  operations, 
especially  in  recent  years,  when  determining  the  terms  upon 
which  they  will  invest  in  such  an  undertaking.  Low,  uncertain, 
or  irregular  income  makes  for  low  prices  for  the  securities 
of  the  utility  and  higher  rates  of  interest  to  be  demanded 
by  investors.  The  fact  that  the  company  may  not  insist  as  a 
matter  of  constitutional  right  that  past  losses  be  made  up 
by  rates  to  be  applied  in  the  present  and  future,  tends  to 
weaken  credit,  and  the  fact  that  the  utility  is  protected 
against  being  compelled  to  serve  for  confiscatory  rates  tends 
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to  support  it«      In  this   case  the  record   shows  that  the  rate 
of  return  has  been  low  thru  a  long  period  up  to  the  time 
of  the  inquiry  by  the  commission  here  involved,   *  *  *     Under 
the  facts  and   circumstances  indicated  by  the  record,  we 
think  that  a  rate  of  return  of  6  per  cent  upon  the  value  of 
the  property  is  substantially  too  low  to  constitute  just 
compensation  for  the  use  of  the  property  employed  to  render 
the  service.** 

It  should  be  noted  that  the  language  of  the  Supreme 
Court  relates  to  cases  in  which  the   question  before  the  court 
was  whether  a  certain  return  v/ould  be  so  low  as  to  he  con- 
fiscatory and  not  a  question  as  to  whether  it  would  consti- 
tute a  just  and  reasonable  rate.      There  is  a  difference  be- 
tween these  two  questions.     The  court,  hov/ever,  has  discussed 
the  matter  to  some  extent  from  the  standpoint  of  a  just  and 
reasonable  rate*     The  problem  before  the  state  commission  is 
not  to  find  a  rate  that  v/ill  barely  escape  the  complaint  that 
it  is  confiscatory,  but  rather  a  rate  that  is  reasonable*     A 
distinction  between  a  nonconfiscatory  rate  and  a  reasonable 
rate  is  recognized  and  emphasis  laid  upon  the  conditions 
pointing  to  a  reasonable  rate  in  a  recent  decision  of  the 
Illinois  Commerce  Commission* 

"At  the  outset  there  is  a  variance  in  the  decisions 
of  the  courts,  because  in  some  decisions  the  consideration 
of  the  court  is  a  reasonable  return  upon  the  value  of  the 
property  of  a  corporation,  used  and  useful  in  the  public 
service,  while  in  other  cases  the  consideration  of  the 
court  is  directed  toward  the  question  of  whether  or  not  the 
value  fixed  amounts  to  a  confiscation  of  the  property  of 
the  corporation  in  question*     Certain  fundamental  economic 
principles  should  always  be  considered  in  the  fixing  of  a 
fair  value.     The  interests  of  the  corporation  are  practically 
coincident  with  the  interests  of  the  public.     The  valuation 
of  the  company  should  be  such  that  capital  seeking  investment 
would  flow  in  sufficient  amount  into  the  securities  of  the 
company  that  it  might  make,  without  any  considerable  effort, 
necessary  investments  to  insrure  public  service." 

One  matter  which  the  Supreme  Court  of  the  United  States 


199 


Ipias  Indicated  as  a  matter  to  "be  considered  in  connection 
with  the  rate  of  return  is  income  tax  assessed  by  the  Fed- 
eral Governments     For  a  number  of  years  some  of  the  state 
commissions  had  followed  the  practice  of  excluding  from  the 
operating  expenses  Federal  income  taxes,  while  other  state 
commissions  had  permitted  their  inclusion* 

Discussing  the  inclusion  of  such  taxes  in  the  operating 
expenses,  the  Supreme  Court   (in  Galveston  Electric  Company 
y.   City  of  Galveston,   258  U.S.  388;   66  L  ed*  582,   Sup*   Ct. 
551;  April  10,   1922)    said: 

**In  calculating  whether  the  5-cent  fare  will  yield  a 
proi>er  return,   it  is  necessary  to  deduct  from  gross  rev- 
enue the  expenses  and   charges;   and  all  tajces  which  would 
be  payable  if  a  fair  return  were  earned  are  appropriate 
deductions.     There  is  no  difference  in  this  respect  be- 
tween state  and  Federal  taxes,,   or  between  income  taxes 
and  others.     But  the  fact  that  it  is  the  Federal  cor- 
porate income  tax  for  which  deduction  is  made  must  be 
taken  into  consideration  in  determining  what  rate  of 
return  shall  be  deemed  fair*     For,  under  Section  216, 
the  stockholder  does  not  include  in  the  income  on  which 
the  normal  Federal  tax   is  paye.ble  dividends   received 
from  the  corporation.     This  tax  exemption  is,  therefore, 
in  effect,   part  of  the  return  on  the  investment." 

The   Interstate  Commerce  Coinmission,   in  an  order  estab- 
lishing certain  railroad  rates  July  1,   1922,  wherein  it  fixed 
a  rate  of  return  for  the  railroads  at  5.75  per  cent,  re- 
ferred to  the  CJalveston  decision  of  the  Supreme  Court  and 
stated: 

"in  our  view,  railway  corporations   should,   like  other 
corporations,  pay  their  Federal  income  taxes  out  of  the 
income,  rather  than  to  collect  it,   in  effect,   from  the  pub- 
lic in  the  form  of  transportation  charges  adjusted  to  enable 
it  to  retain  the  designated  fair  return  over  and  above  the 
tax.     We  may  observe  that  a  fair  return  of  5.75  per  cent, 
representing  an  aggregate  annual  net  railway  operating  in- 
come arrived  at  after  deducting,  among  other  things,   the 
Federal   income  tax  on  a  return  of  6  per  cent,  would  be  ap- 
proximately the  equivalent  of  a  fair  return  of  6  per   cent, 
out  of  which  the  Federal   income  tax  was  payable." 
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It  appears  from  the  above  quotation  that  the  Interstate 
Commerce  Commission  considered  that  the  effect  of  the  income 
taxes  payable  by  railroads  would  be  equivalent  to  about  one 
quarter  of  one  per  cent  on  the  valuation  of  railroad  property. 
The  effect  that  should  be  given  to  this  element  in  different 
cases  would  vary  according  to  circumstances. 

It  may  be  observed  that,  in  the  view  of  many  public- 
utility  operators  and  others.  Federal  income  taxes  are  a 
charge  against  income  which  the  company  can  not  avoid,  and 
that  it  should  not  be  treated  differently  from  any  other  op- 
erating cost  in  determining  the  income  to  which  the  company 
is  entitled.  The  Supreme  Court,  however,  as  shown  in  the 
above  quotation,  takes  the  view  that  such  taxes  should  be  con- 
sidered and  the  amount  of  income  allowed  to  the  company  di- 
minished accordingly.  The  court's  decision,  of  course,  set- 
tles the  law  on  this  point. 

Cost  of  Operation.  -  The  cost  of  operation  as  related 
to  a  rate  case  Involves: 

^*  J«Lo^4^^  T^  "^  operation  properly  allowable  as  a 
deduction  from  gross  nsvenues. 

^*  I^e  17T^^  statement  of  costs  with  reference  to  the 
llJl  ■^f^^"'^*  property  and  facilities,  so  that  the 
eqStably!        '*'  °^  consumers  may  be  determined 

The  Determination  of  Cost  of  Ojaeration.  -  A  commission 
in  a  rate  case  is  concerned,  not  only  with  ascertaining  the 
amount  of  actual  operating  expenses  for  recent  periods,  but 
also  in  ascertaining  whether  they  are  reasonable  and  neces- 
sary expenses.  The  efficiency  of  operation  and  its  bearing 
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on  operating  cost  is  a  subject  of  deep  interest,  and  this 
Involves  the  question  of  whether  there  is  extravagance  or 
waste  in  the  conduct  of  the  business.  As  elsewhere  noted, 
commissions  have  in  some  cases  definitely  stated  in  their  de- 
cisions that  the  liberality  of  the  rate  of  return  allowed  was 
influenced  by  the  character  of  the  management,  as  reflected 
in  efficiency  of  operation,  CoEmissions  also  sometimes  re- 
ject specific  items,  or  portions  of  items,  of  expense,  on 
the  ground  that  they  are  the  result  of  gross  negligence  or 
inefficiency.  The  salaries  paid  officers  are  noted,  and 
occasionally,  where  the  commission  considers  them  excessive, 
the  full  amount  is  not  allowed  in  operating  expenses  on  which 

rates  are  based. 

Another  matter  usually  given  attention  is  whether  the 
expenses  indicated  are  normal,  considering  the  prevailing 
prices  of  labor  and  material,  the  volume  and  kind  of  business 
transacted,  and  any  special  conditions  which  affect  operating 
cost.  The  regulation  of  rates  is  a  prospective,  rather  than 
a  retrospective,  action.  Operating  expenses  of  past  periods 
are  examined  for  the  purpose  of  forecasting  the  reasonable 
and  necessary  expense  that  must  be  incurred  in  operating  dur- 
ing a  future  period.  The  problem  is  to  obtain,  from  a  study 
of  the  operations  of  periods  in  the  recent  past,  a  reliable 

index  to  future  expense. 

Such  a  study  is  especially  important  with  reference  to 
maintenance  expense,  which  occurs  more  or  less  in  cycles. 
The  maintenance  expense  of  a  given  year  may  be  abnormally 
low  or  high.  If  the  total  expense  for  a  period  showing  ab- 
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normal  expense  were  taken  as  representing  the  expense  for  a 
period  in  the  future,  it  raight  be  very  misleading.  If  much 
above  normal,  it  might  result  in  rates  for  the  future  being 
fixed  unreasonably  high.  If,  on  the  other  hand,  the  expense 
shown  were  abnormally  low,  of  course  its  use  in  forecasting 
the  future  expense  would  result  in  fixing  rates  below  a  fair 
and  reasonable  figure. 

Prospective  changes  in  expenses  must  be  very  carefully 
noted.  This  relates  to  the  effect  of  changes  in  labor  and 
material  costs  which  are  soon  to  become  effective,  but  the 
effect  of  which  does  not  appear  in  the  expenses  of  past  per- 
iods. In  this  connection  should  also  be  considered  and 
clearly  explained  the  effect  of  changes  already  made  where 
the  full  effect  is  not  disclosed  by  the  expense  statements 
of  the  last  year.  For  instance,  the  cost  of  materials  or 
labor  may  change  at  various  times  d\iring  a  year.  When  this 
happens,  of  course,  the  actual  total  expenses  for  the  year 
will  not  be  an  index  to  the  expenses  of  the  next  year  until 
the  figures  are  adjusted  to  show  what  the  effect  would  have 
been  if  the  costs  in  effect  during  the  last  part  of  the  year 
had  been  in  effect  thruout  the  year. 

If  prices  of  labor,  fuel,  or  other  materials  involving 
large  amounts  changed  on  December  1,  it  would  not  be  proper 
to  consider  that  the  total  expenses  for  the  year  indicated 
the  cost  of  operation  diirlng  the  coming  year.  Nor  would  it 
be  considered  that  twelve  times  the  total  for  December  would 
represent  the  total  for  the  coming  year.  The  amoTint  of  labor 
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and  material  used  vary  somewhat  from  month  to  month,  and 
the  only  safe  way  is  to  determine  what  the  present  prices, 
or  those  that  will  he  effective,  applied  to  the  amounts  used 
during  a  year,  based  on  the  present  or  anticipated  require- 
ments, will  indicate  as  the  cost  of  operation. 

If  an  auditor  outside  the  company's  organization  is  mak- 
in;g  the  examination  and  preparing  a  report  in  a  rate  case, 
he  urill,  of  course,  examine  the  distribution  of  charges  to 
operation  and  to  capital  acccrunts,  for  the  purpose  of  ascer- 
taining whether  or  not  the  accounts  are  correctly  stated# 

The  Cost  of  Different  Glasses  of  Service^  -  After  the 
commission  has  made  the  valuation  of  property,  or  rate  base 
including  going-concern  value,  and  working  capital,  and  has 
determined  the  allowance  for  operating  expenses,  the  rate 
of  return,  and  the  amount  of  net  income  required,  and  has 
determined  the  amount  of  gross  income  which  should  be  earned. 
It  must  then  determine  the  rates  which  will  produce  this  gross 
Income  and  divide  the  burden  as  justly  as  possible  between 
the  different  classes  of  consumers • 

At  this  point  many  puzzling  questions  may  be  encountered 
as  to  irtiat  constitutes  an  eqiiitable  division  of  this  burden# 
Approaching  the  question  as  it  must  be  approached  with  a  view 
to  a  Just  division,  it  would  appear  that  the  consumer  should 
be  required  to  pay  in  direct  proportion  to  the  cost  to  serve 
him.  But  conditions  are  encountered  which  require  the  con- 
sideration of  some  factors  other  than  the  cost  of  service • 
However,  the  cost  to  serve  various  classes  of  consumers  is 
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certainly  a  matter  to  be  given  most  careful  consideration 
in  whatever  method  of  procedure  is  followed.  The  cost  of 
serving  a  consumer  is  usually  divided  into  three  elements, 
as  follows: 

!•  Customer  cost.   This  includes  such  cost  as  reading 
meters,  making  and  collecting  bills,  keeping 
accounts,  and  all  such  costs  as  are  independent  of 
the  extent  of  use  which  the  consumer  makes  of 
the  service. 

2-   Manufacturing  cost.   This  includes  the  cost  of  man- 
ufacturing  or  producing  and  delivering  the  output 
or  service. 

3.   Investment  cost.  This  includes  the  cost  of  capital, 
termed  "return  on  investment." 

The  data  necessaiy  to  a  consideration  of  these  three 
divisions  of  cost,  as  well  as  many  subdivisions,  may  ordi- 
narily be  obtained  without  great  difficulty  from  statements 
exhibiting  the  accounts  when  the  accounts  have  been  kept 
properly  and  with  sufficient  detail.  However,  before  such 
statements  are  prepared  from  the  books,  it  is  necessary  that 
a  careful  examination  be  made  so  as  to  make  sure  that  all 
costs  are  properly  recorded,  and  that  where  apportionment 
of  certain  costs  is  required,  it  is  made  on  a  proper  basis. 
Rate  studies  frequently  develop  new  ideas  involving  changes 
in  the  character  of  rates  for  some  classes  of  service  or  un- 
usual conditions  necessitating  a  special  analysis  of  certain 
costs. 

It  is  impossible  to  determine  with  absolute  accuracy 
the  cost  of  performing  ever;jr  class  of  service.  What  is  re- 
quired, therefore,  in  determining  costs  to  be  used  in  the 
regulation  of  rates  is  as  near  an  approach  as  possible  to 
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an  absolutely  correct  statement  of  the  cost  of  performing 
the  service  and  of  the  value  of  property  used  and  useful 
in  performing  the  service. 

Each  class  of  service  must  be  self- sustaining ♦  Where 
various  classes  of  service  are  performed,  one  class  can 
not  be  segregated  and  rates  applied  thereto  which  yield  rev- 
enues greater  or  less  than  justified  by  the  reasonable  and 
necessary  cost  of  the  service,  on  the  ground  that,  averaging 
the  entire  business  of  the  company,  the  rates  produce  a  rea- 
sonable return*  To  deny  adequate  rates  on  one  class  of  ser- 
vice would  mean  a  denial  of  an  adequate  return  on  the  entire 
business,  or  else  would  mean  that  excessive  rates  would  be 
imposed  on  certain  classes  of  consumers  to  make  up  the  de- 
ficiency. For  instance,  it  would  be  unjust  to  make  the  users 
of  water  or  gas  bear  some  of  the  cost  of  electric  service  or 
those  consuming  energy  for  li^^hting  to  carry  the  burden  of 
consumers  using  electricity  for  power  purposes. 

There  are,  however,  cases  in  which  it  is  to  the  advantage 
of  all  consumers  that  some  particularly  large  consumer  receive 
rates  lower  than  consistent  w:Lth  the  actual  cost  of  service. 
This  is  due  largely  to  competitive  conditions.  For  instance, 
a  factory  may  purchase  electric  energy  from  the  utility  for 
power  purposes,  or  it  may  produce  its  own  power  by  the  use 
of  a  steam  power  plant,  gasoline,  or  other  means.   In  order 
to  obtain  the  business,  the  electric  utility  must  make  a 
rate  which  ivill  induce  the  factory  to  buy  electrical  energy. 
By  reason  of  the  larger  output  thus  secured,  enabling  the 
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utility  to  reduce  the  cost  per  unit,  the  small  consumer  may 
be  able  to  obtain  service  at  a  lower  rate  than  would  be  pos- 
sible if  the  service  to  the  factory  were  not  rendered. 

In  the  apportionment  of  costs  between  different  utili- 
ties, as  where  a  company  operates  electric  and  gas  utilities 
or  other  combinations  or  between  different  departments  of 
the  same  utility,  there  arise  :aiany  questions  as  to  the  basis 

of  apportionment. 

Investigation  has  frequently  disclosed  that  the  indi- 
vidual customers  of  a  water  utility  have  been  paying  water 
rates  out  of  proportion  to  the  charges  made  against  the  mun- 
icipality for  fire-protection  service*   In  such  cases  the 
principal  item  .of  cost  which  has  been  improperly  charged  to 
the  individual  is  the  investment  cost.  In  order  to  give  proper 
fire  protection  the  mains  must  be  large  enough  to  carry  suf- 
ficient water  for  fire  purposes  to  any  part  of  the  city,  and 
where  the  high-pressure  system  is  used  the  entire  plant  must 
be  built  of  materials  of  sufficient  strength  to  stand  the 
press\ire.  Two  of  the  methods  used  for  apportioning  the  in- 
vestment cost  between  fire-protection  service  and  the  ordinary 
consumers  service  are,  (1)  sui'plus-capacity  method,  and  (2) 
comparative -plant  methods  These  are  very  similar  to  the  two 
methods  used  for  apportioning  steam-production  cost,  aa  ex- 
plained herein* 

In  determining  the  proportion  of  the  investment  cost  in 
an  electric  utility  that  is  cliargeable  to  a  certain  consumer 
or  class  of  consumers,  one  important  consideration  is  the  max- 
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Im-om   demand  of  that  consumer  or  class  of  constuners  and  whether 
his  greatest  demand  or  peak  load  is  at  the  same  time  as  the 
peak  load  of  the  generating  station.  Whether  additional 
plant  capacity  must  be  installed  to  permit  taking  on  the  ad- 
ditional load  of  a  new  power  consumer  or  group  of  consumers 
often  depends  on  the  time  when  the  service  is  to  be  used» 

The  utility  must  provide  equipment  of  sufficient  capac- 
ity to  take  care  of  the  peak  load,  even  tho  this  load  is 
only  connected  for  an  hour  or  two  in  the  year.  Lower  rates 
are  usually  made  to  consumers  who  limit  the  time  of  their 
use  of  the  service  to  such  hours  as  the  generating  station 
has  a  comparatively  small  load. 

Generally,  great  weight  should  be  given  to.  the  extent 
of  use  by  each  department,  or  the  extent  of  benefit  derived 
by  each  department.  There  are,  however,  many  factors  which 
may  require  consideration.   Indeed,  if  it  were  granted  that 
the  extent  of  use  or  benefit  realized  by  a  given  department 
should  determine  the  charge,  there  are  some  mooted  questions 
as  to  how  the  use  or  benefit  is  to  be  determined.  For  in- 
stance, a  question  on  which  expert  engineers,  accountants, 
utility  commissions,  and  coixrts  have  never  reached  uny  sub- 
stantial agreement  is  how  the  cost  of  steam  should  be  appor- 
tioned between  an  electric  utility  and  a  central-station 
heating  utility  supplied  with  steam  from  the  same  boilers. 
Some  of  the  methods  used  by  commissions  in  the  apportionment 
of  cost  of  steam  will  now  be  explained  briefly. 

Apportionment  of  Steam-Production  Cost,  -  Some  important 
cases  requiring  an  apportionment  of  such  costs  involve  an  al- 
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location  of  cost  between  an  electric  utility  and  a  steam- 
heating  utility  where  a  company  operates  a  central-station 
heating  plant  in  connection  with  the  electric  utility,  using 
for  heating  purposes  steam  from  the  boilers  supplying  steam 
to  the  electric  utility. 

The  bases  of  allocation  frequently  used  are  - 

Im   Excess  cost  basis* 

2,  Comparative -plant  or  proportional- share  basis. 

Commissions  have  in  some  cases  adopted  the  "excess-cost" 
basis  of  apportionment  where  the  steam-heating  business  had 
grown  up  as  a  side  issue,  as  compared  with  the  electric  utility. 
In  using  the  excess-cost  basis,  the  electric  utility  is  charged 
with  the  amount  which  it  would  cost  to  operate  the  electric 
utility  if  heating  service  were  not  furnished.  The  amount  of 
the  cost  in  excess  of  the  cost  so  determined  is  considered  to 
be  the  cost  of  steam  chargeable  to  the  heating  department. 

The  "comparative -plant"  or  "proportional- share"  method 
involves  the  determination  of  the  amount  of  coal  that  would 
be  required  by  each  utility  if  operating  separately  and  com- 
paring the  totals,  as  so  determined,  with  the  amount  of  coal 
actually  used  at  the  existing  plant.  The  difference  between 
the  two  is,  under  this  theory,  a  saving  due  to  combined  op- 
eration, and  the  amount  saved  is  credited  to  the  two  utilities 
in  the  ratio  of  their  requirements  for  independent  operation. 
The  resulting  ratio  is  the  basis  used  for  apportioning  the 
steam-generation  expenses,  other  than  for  fuel,  which  are 
common  to  both  utilities. 

A  determination  of  the  proper  apportionment  of  steam- 
production  expenses  of  a  combined  plant  serving  electric  and 
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heating  consxamers  cannot  be  made  by  the  application  of  any 
hard  and  fast  rule.  Wha.tever  formula  is  used  must  be  applied 
with  due  regard  to  the  conditions  under  which  the  plant  under 
consideration  was  installed  and  is  being  operated.  There  is 
a  considerable  variation  in  the  extent  to  which  a  heating 
utility  may  be  operated  on  exhaust  steam  and  the  extent  to 
which  live  steam  is  used.  This  and  other  factors  make  neces- 
sary a  careful  study  of  the  operating  conditions  in  each  in- 
dividual case. 

The  use  of  a  method  of  apportionment  which  is  a  combina- 
tion, or  variation,  of  the  "excess-cost"  and  the  "proportional- 
share"  methods  as  used  by  a  certain  company  for  apportioning 
cost  of  steam  between  its  electric  and  heating  utilities  is 
Illustrated  below.  As  most  of  the  computations  are  based  upon 
the  proportional  amounts  of  the  charges  for  fuel  for  steam, 
the  method  used  to  find  the  amounts  of  such  charges  will  be 
explained  first. 

702.1-FUEL^ 

During  the  heating  season,  assign  fuel  to  electric  utility 

on  basis  of  the  representative  average  pounds  consumed  per 

kilowatt  hour  delivered  to  switchboard  during  last  previous 

nonheating  season.  In  the  present  instance  5  lbs* 

Assign  ftiel  to  heating  utility  on  basis  of  1  lb.  for  each 
8  lbs.  of  steam  delivered  to  heating  mains. 

Divide  the  total  fuel  used  for  steam  upon  basis  of  the 
percentage  which  each  of  the  above  two  assignments  bears 
to  the  sum  of  the  two  assignments. 

During  the  nonheating  season,  assign  all  ftiel  to  electric 
utility. 

Illustration  of  computation  to  find  atmount  of  charge  to 
each  utility  is  as  follows: 
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Kw.-hrs.  dolivered  to  avritchboard  during  heating  season, 
11,706,247. 

Pounds  of  steam  deliTerod  to  heating  laains  during  heating 
season,  495, 326, 500. 

Tons  of  coal  consumed  during  heating  season,  59,023.33 

Tons  of  coal  consumed  during  nonheating  season,  17, 915 #67. 

Tons  of  coal  consiuned  during  year,  76,939,  at  an  average 
cost  per  ton  of  $2.45;  total  amount,  $188,500.55. 


Computation: 


Electric- 


11,706,247  Ipy^hrs.x  5  lbs«  per  toy.^hr. 
2,000  lbs»  per  ton 

Heating- 


-  29,266.07  tons 


30,957.91  t6ns 


60,225.98 


495,326,500  lbs,  steam  7  8  lbs,  steam  i^er  lb.  coal  - 
2,000  lbs,  per  ton 

Total  estimated 

Percentages  of  total:  electric,  48.6^:  heating,  51.45^. 

As  the  actual  coal  consumed  during  the  heating  season  was 
59,023.33  tons,  the  apportionment,  based  upon  the  above  percentages 
of  total  estimated  coal,  is  as  follows: 


Electric- 

48.6^  of  59,023.33  tons 
Nonheating  season. 


28,685.34  tons,  @  $2.45 
17,915.67  tons,  @  $2.45 


$70,279.08 

43,893.59 

$114,172.47 


Heating- 

51.4^  of  59,023.33  tons  z   30,337.99  tons  @  $2.45 
Total  for  both  utilities 


74,328.08 
$188,500.55 


701.2  -  Boiler  labor. 

During  the  heating  season  apportion  between  electric  and  heating 
utilities  in  proportion  to  coal  charged  to  each  utility. 

During  the  nonheating  season  assign  all  boiler  operation  labor 
to  electric  utility. 


Electric- 


48.8J5  of  heating  season  total,  $21,203.61 
Nonheating  season  total 

Total  charge  to  electric 


$10,304«95 

9,415.50 

$19,720.45 
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Heating- 

61,4^  of  heating  season  total,  $21,203«61 
Total  for  both  utilities 


10,898,66 
$30,619.11 


701 »5  -  Miscellaneous  labor. 

During  both  heating  and  nonheating  seasons  apportion  between  elec- 
tric and  heating  utilities  in  proportion  to  coal  charged  to  each  utility 
during  the  heating  season. 

Electric  - 


48.6JJ  of  total  charged  during  year,  #1,973«18 

Heating  - 

51.4^  of  total  charged  during  year,  $1,973 .18 
Total  for  both  utilities 


958.97 


1,014.21 
$  1,973.18 


702.2  -  Water, 

During  the  heating  season  charge  to  electric  utility  amounts 
equal  to  the  average  cost  per  month  during  nonheating  season.  Charge 
balance  to  heating  utility. 


Electric- 

Nonheating  season,  5  mos.  ©  $345.50 
Heating  season,  7  mos.     @  $345.50 
Total  charge  to  electric 

Heating  - 

All  of  the  total  for  year  ($7,508.35)  in  excess 
of  $4,146.00 


$1,727.50 

2,418.50 

$4,146.00 


3,362.35 
$7,508.35 


702.31  -  Lubricants. 

A  different  basis  of  apportionment  is  used  for  this  class  of  expense. 
During  the  heating  season,  October  to  May,  inclusive,  charge  80  per 
cent  of  the  total  cost  to  electric  utility  and  20  per  cent  to  heating 
utility.  Charge  to  electric  utility  total  of  such  expense  during  the 
nonheating  season,  June  to  September,  inclusive. 


Electric  - 

Heating  season,  80^  of  total,  $1,973.45 
Nonheating  season  total  expense 
Total  charged  to  electric 

Heating  - 

Heating  season,  205i  of  total,  $1,973.45 
Nonheating  season  -  no  charge 
Total  charged  to  heating 

Total  for  both  utilities 


$1,578.76 

1,130,30 

$2,709.06 


394.69 

394.69 

$3,103.75 
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702>g2  -  Produotion  Supplies. 

During  the  heating  and  noriheating  seasons,  apportion  between  electric 
and  heating  utilities  in  proportion  to  coal  charged  to  each  during  the 
heating  season* 


Electric :- 

46.6^  of  total  charged  during  the  year^   $6t96S.40 


Heating:-^ 

51«4^  of  total  charged  during  the  yeart 
Total  for  both  utilities 


$6,966.40 


$3,385.67 


te.5eo.75 

t6.966.4e 


702.33  -  Station  expenses* 

During  the  heating  and  noriheating  seasons,  apportion  between 
electric  and  heating  utilitiesi  in  proportion  to  coal  charged  to  each 
during  the  heating  season. 


Electric  - 

48.6^  of  total  charged  during  the  year*   $3,483.31 


Heating  - 
51.4^  of  total  charged  during  the  year. 
Total  for  both  utilities 


$3,483.31 


$1,692.89 


1.790.42 
$3,483.31 


703.1  *  Maintenanoe  of  station  baildings 

During  the  heating  and  noriheating  seasons,  apportion  between  electric 
and  heating  utilities  in  proportion  to  coal  charged  to  each  during  the 
heating  season. 


Electric  - 

48.6^  of  total  charged  during  the  year,  $9,610.23  — 

Heating  - 

61.45?  of  total  charged  during  the  year,  |9, 610.23  — 
Total  for  both  utilities 


$4,670.67 


^4^939.66 
59,610.23 


703ii21  -  Maintenance  of  furnaces  and  boilers. 

During  the  heating  season,  apportion  between  the  electric  and  heat- 
ing utilities  in  proportion  to  coal  charged  to  each  utility.  During  the 
nonheating  season,  apportion  between  the  electric  and  heating  utilities 
in  proportion  to  coal  charged  to  each  utility  during  the  previous 
calendar  year. 


Electric  - 

Heating  season,  48.6^  of    $SI,435.20 
Nonheating  season  62.1;^  of  $10,331.49 
Total  charged  to  electric 

Heating  - 

Heating  season,   51.4^  of  $S', 435.20 
Nonheating  season,  37.9;^  of$10, 331*49 

Total  charged  to  heating 

Total  for  both  utilities 


$4,585.51 

6.415.86 

$11,001,37 


$4,849.69 
3.915.63 


$8.765.32 


$19.766.69 
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70ZmZZ  -  yaJTitflTiftytce  pf  toiler  apparatus > 

During  the  heating  season^  apportion  between  the  electric  and  heat- 
ing utilities  in  proi)ortion  to  coal  charged  to  each  utility.  During 
the  nonheating  season,  apportion  between  the  electric  and  heating  util- 
ities in  proportion  to  coal  charged  to  each  utility  during  the  previous 
calendar  year* 


Electric  - 

Heating  season, .  48.6^  of   #7,327.48 
ITonheating  season,  62.1^  of  $8,917*26 
Total  charged  to  electric 

Heating  - 

Heating  season,  51*4^  of   #7,327 .48 
ITonheating  season,  37.9^  of  $8, 917.26 
•  Total  charged  to  heating 
Total  charged  to  both  utilities 


$3,561.16 

5.537.62 

$9,098.78 

$3,766.32 
^3.379.64 
.145.96 
#16,244.74 


705.23  -  Maintenance  of  steam  accessories. 

Daring  the  heating  season,  apportion  between  electric  and  heating 
utilities  in  proportion  to  coal  charged  to  each  utility.  During  the 
nonheating  season,  charge  50  per  cent  to  the  electric  utility  and  50 
per  cent  to  heating  utility. 


Electric  - 
Heating  season,  46.6^  of 
Nonheating  season,  50^  of 
Total  charged  to  electric 


$     546.25 
,062.42 


#  265.48 

531.21 

$  796.69 


Heating  - 

Heating  season,  51.4^  of   $  546.25 
ITonheating  season,  50^  of   $1,062.42 

Total  charged  to  heating 

Total  for  both  utilities 


#  280.77 

531.21 

$  811.98 

$1.606.67 


703.04  -  Maintenance  of  miscellaaeous  power-plant  equipment. 

During  the  heating  and  nonheating  seasons,  charge  50  per  cent  to 
electric  utility  and  50  per  cent  to  heating  utility. 


Electric  - 

50^  of  total  charged  during  the  year,  $1,296.10 

Heating  - 

50^  of  total  charged  during  the  year,  $1,296.10 
Total  for  both  utilities 


$  648.05 


$  648.05 
$1.296.10 
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SUMMARY  OF  FOREGOIHG  APPORTIONMENTS 


702.1  Pael 

701.2  Boiler  Labor 


701«5      Miso*  Labor 


702.2      ^ter 


702.31  Lubricants 

702.32  Prod.Supp. 

703.33  Station  Exp. 
703.1  Mtc.  St.  Bldgs. 


pasia  of  Apportionment 


: 


pa&ting  Season 


Amounts  charged  to 
:  Electric     Heating 
Uonheating  Season  i     Utility UtilitX 


Prop.  Share 
Prop.  Share 


lOOjf  Electric 
lOOjS  Electric 


♦114,172.47 
19,720.45 


Prop.  Share  Same  ratio  as  for  Ht.Sea.958. 97 
Excess  Cost  100^  Electric  4,146.00 
80Sf-Elec.20!aieat(a)  lOOJ?  Electric  2,709.06 
Prop.  Share     Same  ratio  as  for  Ht.Sea.  3,385.67 

1,692.89 

4,670.57 


ft      «t         n      M 


w      n        tt      n 


703.21  Mtoe.  of  Pumaces 

&  Boilers  Prop.  Share 

703.22  Mtoe.  of  Boiler 

Apparatus      Prop.  Share 

703.23  Mtce.  of  Steam 

Accessories    Prop.  Share 


Prop.  Share 


Prop.  Share 


11,001,37 


9,098.78 


60^  to  ea.  utility(a)    796.69 


703.4   Mtce.  of  Misc. 
Pr.Plt.Equipt. 


74,328.08 
10,898.66 
1,014.21 
3,362.35 
394.69 
3,580.73 
1,790.42 
4,939.66 

8,765.32 

7,145.96 

811.98 

648.05 


50%  to  ea.Utility{a)  50^  to  ea.  utility(a) 648.05    

Total  Steam  Generation  F^pense.  #173,000.97  ♦117,680.11 


(a)  For  these  accounts,  neither  of  the  two  main  methods  of  apportionment  were  ^^ed,  but 
other  bases  were  adopted  v^ich  the  compeny's  officers  considered  as  more  equitable. 
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Apportloniient  of  Supervision,  general  Expenses^  and  Taxes >  - 
TOiere  two  or  more  classes  of  utilities,  such  as  gas  and  electric 
OP  electric  and  water  utilities,  are  operated  by  the  same  com- 
pany and  under  the  same  general  management,  there  are  nxmerous 
classes  of  expense  that  must  be  allocated  to  the  different  depart- 
ments. 

Where  the  same  superintendent  has  supervision  over  different 
departments,  the  expense  of  such  supervision  should  be  apportioned 
on  an  equitable  basis.  Frequently  the  most  satisfactory  alloca- 
tion is  determined  by  the  time  devoted  to  the  different  departments, 
altho,  in  special  cases,  there  may  be  reasons  for  a  vai'iation  from 
this  rule. 

Such  items  as  general  office  supplies  and  expenses,  stationery, 
rents,  and  similar  items  will  have  to  be  apportioned.  Expenses 
such  as  cost  of  keeping  consumers »  ledger,  which  may  be  charged 
directly  to  specific  departEients,  shoiad  be  so  charged.  Such 
Items,  however,  as  general  ledgers,  which  relate  to  all  depart- 
ments, rents,  janitor  service,  and  miscellaneous  expenses,  will 
have  to  be  apportioned  on  some  appropriate  basis.   Certain  class- 
es of  expenditures  may  be  divided  on  a  basis  of  the  relative  num- 
ber of  consumers  in  the  respective  departments. 

The   allocation  of  taxes  to  different  departments  shoxild  be 
made  with  care.  Where  taxes  are  based  upon  net  revenues  or  upon 
specific  property  values  there  should  be  no  serious  difficulty  in 
dividing  them  between  the  different  classes  of  utility  service • 
There  exists  in  the  various  state  and  Federal  tax  laws  a  consider- 
able variety  in  the  methods  of  making  tax  assessments,  and  no 
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general  rule  can  be  stated  which  would  furnish  a  guide  to  a 
correct  allocation  of  taxes  in  all  oases.  An  effort  should 
be  made,  however,  to  select  as  a  basis  of  allocation  such 
factors  as  are  most  directly  related  to  the  base  used  for  the  tax 
assessment,  whether  it  be  gross  revenues,  net  revenues,  real  es- 
tate and  personal  property,  capital  stock,  or  other  basis. 

Statistics  of  Production  and  Unit  Cost.  -  m  considering  the 
costs  of  operation  and  related  matters  in  a  rate  case,  statements 
should  be  prepared  showing  the  revenues  and  expenses,  classified 
as  to  the  revenues  from  various  sources  and  the  expenses  per- 
taining to  the  various  functions  Involved  in  production  and  dis- 
tribution, and  also  the  costs  of  making  collections  and  of  general 
administration  of  the  business.  It  is  essential  that  these  state- 
ments be  prepared  in  such  form  as  will  show  comparative  results 
of  operation,  so  that  the  results  for  different  periods  may  be 
compared. 

These  statistical  statements  should  show  the  production,  the 
sales,  and  the  loss,  loss  being  represented  by  unaccounted  for 
electrical  energy,  gas, or  water,  as  the  ease  may  be,  in  terms  of 
units,  kilowatt -hours,  cubic  feet,  etc.  Revenues  should  also 
be  stated  in  terms  of  average  revenue  per  unit  sold,  as  "cents 
per  kilowatt-hour,"  "cents  per  thousand  cubic  feet,"  All  opera- 
ting cost  should  also  be  figured  per  unit  produced. 

Plgvires  6,7,  and  8  are  presented  to  show  the  most  essential 
items  of  information.  -Phese  statements,  however,  are  not  con- 
structed to  give  as  much  detail  as  is  usually  required.  Further 
analysis  of  some  of  the  items  is  usually  necessary. 
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ELECTRICAL  BKBRCTf  fflglfKRAlBD.  PUROHASBD,  AND  SOU),  AND  OPBRATINO 
RBnrBHlTBS  AMD  KXPKNSBS   IN  CENTS  PER  KILOWATT  HOUR  SOU) 

For  thf»  T««r  Endsd  Deoeaber  Zl,   19 


BNKROY  .momCSD  ASP  DISTRIBUTgD 

Kiloraraitt  hour  a  produced; 

Oonoratod   (losa  enarpy  used  in  atation  ■uxlliarleo) 
Purchased  (ouantlty  for  which  respondent  ie  billed; 
Exchange  vreoeived  lay  reapondant) 
Total  available 

Kilo'.yatt  hoars  distributed^ 

Kvuaber  of  kilowatt  Wrs  aold  (per  Bumraary  below) 
Hunber  of  kilowatt  hours  used  by  ompany 
Total  distributed 

Balanoe  unaccounted  for  (transrii salon  lossae,  eto.) 
P-jr  oent  of  kilowatt  hours  unaocounted  for 


Aoot* 
llo» 

Operating  Rerenues* 
601-  Metered  sala?  to  general  oonaunwrs: 

(a)  Residence  ligliting 

(b)  Conmoroial  lighting 
(o)  Coromerolal  powsr 

(d)  Combination  liglit  and  poner 
(e^^  Other  sales  -  josterec] 

802-  Flat-rate  tales  to  general  consumers t 

(a)  Residence  lighting 

(b)  CoTuaerclal  lighting 

(e)  Co-jierolal  powsr 

603-  Railroad  oorpotfetions 

604-  Othsr  electrical  corporations 

605-  JJiniclptil  street  lighting 

606-  Kisoellsneoua  ffiunioipal    sales 

Total  snles  of  current 

Mlseellanocus  Revenues; 
611-  Comnissions  on  otiiers'  eleo-^:iio  'jnergy 
61^-  Rent  for  electric  appliwioes 

613-  ^vent  for  property  used  in  operation 

614-  Herohardise  and  jobbing 

615-  Miscellaneous  operating  revenues 

Tot-al  nisoellaneoue  revenues 

Total  operating  revemies 


ope:uting  RsvmjEs  and  bxpewses 
Hxunber  of  "~" 


Kw^hrs*  sold 


244,111,458 

247,191,433 

78,281,680 

734,114,907 

662,443 


2,220,415 

13,344 

779,398,238 

99,469,682 

1,174,409 

80,617.ei4 


Operating  Expenses; 
701-705  -  Steani  poTwer  generation 
706-708  -  Ifydro-Eleotirio  generation 
709-712  -  Gao  pcA-er  generation 

713  -  Electric  energy  from  other  ttouroes 

714  -  Duplioflit.e  production  chergef;  -  Cr, 

715  -  Production  expenses  transferred  -  Cr. 

Total  production  expenses 

Add  for  "used  by  oowpeny"  ard  "balance 
unaccounted  for" 


700  -  Production  ©xperises 

720  -  Transmission  expenses 

730  -  Distribution  expenses 

750  -  Utilisation 

760  -  Comiaerclal  expenses 

770  -  New-business  expenses 

780  -  General  and  siscollaneous  expenses 

402  -  Total  operating  expenses 


Net  operating  revenues 


$2,650,223,890 
17,337,221 

S,725p60C 


$2,265,256,523. 
11,148^533. 


Amount 


$13,897,567,51 

11,066,872,55 

5,625,139.27 

12,009,117,40 

38,191,60 


90,427,07 

360.00 

6,862,031,70 

910,085,99 

56,130,05 

811,620.20 

$48,359,541,34 


230,730,35 
397,603,56 
42,683.11 
106,583.16  . 


$49,136,041.52 


Amount 


$15,195,772,61 
871,980,98 


$  l^,66t,'^eS.65 


$16,067,753,59 

313,181.32 

3,224,145.39 

1,887,171,95 

1,900,480,28 

724,403.25 

7,465,286.12 

m,&83,421.§0 


♦17,^5^,616762" 


Kilowatt  Hours 


2,573,286,711 


2,276,403,856 

296,682,865 
11.54^ 


Cents  per 
Rir-hr,  Sold 


6,693^ 

4.473 

4.752 

1.636 

5,765 


4.073 

2,698 

•752 

.915 
4,950 

1.007 


.010 
,01? 
.002 
.005 


.034 


2.169 


Cents  par 
Kir.Kr.  Produced 


•696  (a) 


3,781  (b) 


Cents  per 
Kw-hr,  Sold 

,086  rc7 


.709 
•014 
•142 
•088 
.084 
.032 
.330 


1.394 


•775 


(a)  Computed  on  nuiaber  of  kilcwtt  hours  genereted. 

(b)  Ccuputed  on  number  of  kllcimtt  hours  reoeivad  from  other  sources. 

(c;  figures  above  this  item  show  costs  per  kilo».Btt  hour  of  enerQr  generated  or  obtained  fr«. 
oth.er  ooapanies.     Tne  fig-ares  below  it  show  the  costs  of  t^fmission,  dlsJri^n^c 

ork^'l^t^  >^°^'  '°'^     ^"^  '^  =^°^  '"  ^"  P^^^'^^^e  tabulation  tha?'orJhel^Ul  mmW 
of  kilowatt  hours  produced  or  obtained  from  other  sources,   there  were  11,148.333  us^  b^ 
^e  company  «-.d  296,882,855  unaccounted  for,  making  a  tofll  of  308.031,188  kUcwa^rhoS^s 
for  ^ioh  no  rev^m;e  wss  received.     The  cost  of  producing  this  amotmt  Jf  energ^  (508  S^  188 
kilov^tt  hours)  at  .624  sents  per  kilovmtt  hour  was  $1,522,114  61     ThisJ^ounr^^.  ?     ?  rJ 
in  tr.e  tot.l  production   .est.   ^.own  aa  ei6,05^7^!6l.     Diiidt^f  Jhf  costTthis  nd 
revenue-producing  .nerg,,   Sl,922,lia.ei,   ^  thJ  nu^b";  of  Swtt  ho^rs  sow!  2  26r255  523 
ho^'^lL'T-;).''  *?  ,^P^-^^**ly  eighty.fi^  tlaousandths  of  one  oer(  0^"  pej  Swit 
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Explanation  of  Cost  Statements,  -  The  total  amotmts  of  operat- 
ing revenues  and  expenses  need  not  be  shown  in  the  same  table  as 
the  other  figures.  They  are  shown  in  the  foregoing  tables  for 
convenient  reference  in  connection  with  the  averages  "cents  per 
kw-hr."  and  "cents  per  thousand  cubic  feet*" 

The  tables  are  intended  to  indicate  the  fomo  in  which  compara- 
tive statistics  may  be  set  up.  These  forms  provide  for  statistics 
as  to  quantities  produced  and  sold,  distribution  losses,  and 
operating  revenues  and  expenses  in  cents  per  kw.  hr.  of  electrical 
energy  sold  and  per  thousand  cubic  feet  of  gas  sold,  and  per 
thousand  gallons  of  v/ater  sold. 

Such  statistics  are  usually  set  up  in  tables  columnar  in  form, 
one  colunn  for  each  month  or  year,  as  the  case  may  be.  In  rate- 
case  proceedings,  figures  should  be  included  in  the  tables  to 
show  such  statistics  for  the  period  under  review,  set  up  to  show 
one  year's  figures  in  each  colunn.   In  addition,  it  is  frequently 

desirable  that  the  current  year  and  the  year  next  proceeding,  at 

» 
least,  be  set  up  by  months. 

Shoaad  it  be  deemed  desirable,  the  tables  may  be  presented  in 
greater  detail  by  including  each  of  the  operating-expense  ac- 
counts instead  of  only  the  accounts  representing  the  total  of 
each  group  of  accounts. 

In  Figure  6  miscellaneous  revenues  are  computed  and  shown  in 
the  last  column  in  cents  per  kilowatt  hour  sold.  These  revenues 
do  not,  in  fact,  relate  to  sales  of  electrical  energy.  However, 
in  dealing  with  certain  subjects,  such  as  rate  making,  it  is  de- 
sirable to  consider  all  revenues  expenses,  and  net  revenues  in 
terms  of  cents  per  kilowatt  hour.  It  is,  therefore,  convenient 
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to  reduce  the  miscellaneous  revenues  to  the  same  unit  basis. 

For  the  same  reason  the  miscellaneous  revenues  in  Figure  7 
are  stated  as  cents  per  thousand  cubic  feet  of  gas  sold,  and  In 
Figure  8  as  cents  per  thousand  gallons  of  water  sold.  Owing  to 
ntmerous  "flat-rate"  rates  in  effect  for  water  utilities,  it  is 
only  a  matter  of  estimate  as  to  the  actual  amount  of  water  con- 
sumed. The  city  uses  all  the  water  necessary  for  fire  protec- 
tion at  a  "flat  rate"  per  hydrant,  regardless  of  the  amoiant  used. 
This  makes  it  impossible  to  determine  the  rate  of  revenues  or  ex- 
penses per  thousand  gallons  consumed.  Therefore  the  next  best 
unit  is  the  number  of  gallons  delivered  to  the  mains  to  be  used 
as  a  basis  for  dividing  the  revenues  and  expenses  into  comparable 

units. 

Consumer  Statistics,  -  When  the  valuation  has  been  completed, 
the  allowance  for  operating  expenses  found,  the  rate  of  return 
determined  upon,  and  the  required  gross  revenue  is  known  and 
such  division  of  costs  made  as  are  necessary  with  respect  to 
different  classes  of  service,  so  that  the  total  gross  revenue 
to  be  furnished  by  each  class  of  service  is  determined,  it  then 
becomes  necessary  to  construct  rate  schedules  that  will  produce 
the  gross  revenue  decided  upon  and  will  distribute  among  various 
Individual  consumers  the  total  amo\3Jit  to  be  collected.  A  slight 
difference  per  unit  in  the  selling  price  of  electrical  energy, 
gas,  or  water  involves  a  considerable  amount  of  gross  revenue, 
and  it  is  a  somewhat  complicated  process  to  determine  upon  rates 
aad  combinations  of  rates  that  will  produce,  as  nearly  as  can  be  cal- 
jxulated.  the  amount  of  gross  revenue  required  from  each  class  of 
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OAS  IttDE  AHD  SOID  ASD  OIBRATDIG  RBVENUBS  AMD  BCPBNSBS 
PBR  THOUSAND  COBIC  FEET  OF  OAS  SOLD 

During  the  year  ended  Deoember  31,  19 


GAS  PROIXJCED  AND  DISTRIHIIED 

Oubto  feet  of  gas  produoed; 

On  hand  l^oeaber  31  (beginning  of  year) 
Made  during  the  year 
Purohaeed  during  tl^  yoar 
Received  froa  other  souroes 

Total  to  account  for 
On  hand  Deoember  31,  19   (end  of  the  year) 

Dell-rored  to  the  maina""" 

Sold  (per  stiromary  below) 
Balance  unaccounted  for  (trwiamiaelon  losaea,  etc.) 
Per  oent  of  cubic  feet  vmaooountod  for 


Quantity  of  Om 
(Cubic  Feet) 

16,169,636,000 
15,130,507,000 

n,'ib6,m,(>66 — 

56j885,000 

yi»gi)6, 4451666   •" 


1,607,334^78 


ACOta 

No> 

6oe  - 

603  - 

604  - 

605  - 

606  - 


Revenue  8  f 

Metered  sales  to  general  consumeri 
Flat-rate  sales  to  general  conmuaerji 
Prepaid  gas  sales 
Other  gas  corporations 
lAinlclpal  street  lifting 
Mlsoellaneoua  municipal  sales 


611 
612 
613 
614 
615 


Total  sales  of  gas 

Miscellaneous  Revenues  (Het)t 

Carjolsslon  on  other's  gas 
Rent  from  gas  appllanoes 
Rent  frcan  property  used  in  operation 
Merchandise  and  jobbing 
Miscellaneous  operating  revenues 
Total  miscellaneous  revenues 

Total  operating  revenues 


Acot« 

^o»        Operating  expenses.* 

700  -  Production  expenses 

701-707-Operatlon 

708-709-Malntenance 

710-Oae  troa  other  sources 
'  711-Po»«r  from  other  sources 

712-Steajn  generated-apportlonnent  account 

713-Residual8  produced  -Or, 

714-Reslduals  expense 

715-Dupllcate  production  charges  -Cr 

716-Produotion  expenses  transferred  -Cr, 


OPBRATINO  REVBHUBS  AND  EXPEMSES 

No.  of  cu,  ft. 

of  Gas  Sold 
i5§,lt4,868,83r" 


457,298,000 
64,054,587 

94,889^600 

29,791,110,822 


Amount 

136,226, 165,57 


243,749,47 
51,690,45 
93,581,19 

$30,615,187,98 
=====    : 


Per  M.  cu,ft. 
of  Gas  Sold 
|1,0S6 


•535 
,807 
.986 


$1,028 


700- 


Total  production  expense  and  average  per  M« 
"•*-  ft,  produoed 


ou 


Add,  cost  of  "balance  unaccounted  for" 

700-Total  production  expense  (as  above)  and 

average  per  thousand  cubic  feet  sold 
720-Tran8mis8lan  and  distribution  expenses 
730-Street-Lightlng  expenses 
760-Corjneroial  expenees 
770-Nev-business  expense 
780-3eneral  and  ndsoellaneous  expense 
402-     Total  operating  expenses 

New  operating  revenues 


♦100,869,79 

1,930,47 
63,611,94 

$166,412.20 

$50,781,600.18 


Afflount 


t  6,477,866,63 

410,493,06 

5,171,400,72 

71,339,06 

214,441,91 

240,731,36 

49,331,87 

328,53* 


1,003 


.002 


$  ,006 


$1,033 


Per  M.  cu.ft, 
of  Gas  Sold 


$12,154,470,43 


*  12, 154,470,43 

2,184,404,30 

4,318.57 

1,746,099,78 

438,812,77 

4,225.248.24 

120,753,354,09 
$10,028,246,09 


$  .207  (a) 

•013  (a) 

.165  (a) 

.002  (a) 

.007  (a) 

.008  (a) 

.002  (a) 

--  (>)  , 

1.388  (a) 

.020  (b) 


$.408 
.073 

.059 
.015 
.142 


».697 


t.336 


*R«d  Fi^ur.. 

\t\   S?^?*  ■"  *'="""'^'  "'  ""«•  '""t  of  gas  delivsred  to  nalaa. 
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WilER  FDkRD^  USD  SOLD^iXD  OFBRATHO  UEVEWKS  AID 

EXPENSES  IN  CENTS  FER  THOaSAHD  GALLONS  SOLD 

Year  Ended  Deoenber  51 «  19 


WATER  FTJUFED  iiBD  DISTRIBOIED 


Gallons  PunpBdt 

Gallons  pumped  by  eleotrioity 
Gallons  pumped  \3y   steam  powsr 

Gallons  of  water  delivered  to  the  Uairis 


OPERATING  REVENUES  AND  EXPENSES 


Gallons 

784,032^952 
S«^6g«S6^«099  (a) 


Aeet« 
No* 


Operating  Revenges; 


601  -  Metered  sales  to  general  consumers 

602  -  Flat-rate  sales  to  general  consumers 
605  -  Flat-rate  sales  to  irrigation  consumers 

604  •  Sales  to  other  wat'?)r  utilities 

605  -  llinicipal  hydrant  rental 

606  -  Misoellaneo)Jis  municipal  sales 

Total  sales  of  water 

Miscellaneous  Revenge s^ 

611  -  Commissions  on  others  water 

612  -  Rent  from  water  appliances 

615  -  Rent  from  property  used  in  operation 

614  *  Merchandise  and  jobbing 

615  -  Miscellaneous  operating  revenues 

Total  miscellaneous  revenues 

Total  water  operating  revenues 


Acct« 
No. 


Operating  Expenses; 


700  •  Source  of  water  supply  expenses 
710  •  Pumping  expense s; 

Steaia- power  pumping 

Electric-pcwer  pumping 
Total  pumping  expenses 

751-759  -  Purification  expenses 

761-763  •  Transmission  and  distribution  expenses 

771  •  Commercial  expenses 

772  -  Neiii^-business  expenses 

761-790  Qeneral  and  miscellaneous  expenses 
Total  operating  expenses 

Net  operating  revenues 


Amount 


♦356,617,93 
69^476*91 

1«474«12 
1,768.59 

61,465.41 
6,740.70 

1497,443.66" 


11,122.89 
11,122.89 


9498,566.65 


Amount 


99,260.99 

69,469.43 
17,390.55 


$2,129.36 
37,201.49 
13,008.29 


110,686.11 
|Z59,146.2r 


^  per  If.  Gals. 
Delivered  to  Mains  (b) 


14.78^ 


.03^ 


lorjT 


^  per  U.  Gals* 
Delivored  to  Mains 


.27^ 

2*06 
*5.2 
2*58^ 


•06^ 
1*11 
.39 


3*29 

7*70^ 


^239,420.33  _ 


7*11< 


(a)  In  this  case  it  will  be  noted  that  ths  amount  of  water  pumped  corresponds 
Trith  the  amount  delivered  to  tlie  mains*  This  is  not  true  in  every  case, 
as  occasionally  it  is  necessary  to  pump  the  water  thru  a  filtering  sys- 
tem into  a  settling  tank  and  from  tiiere  to  the  mains,  in  which  case  the 
amo<int  pumped  would  be  approximately  twioe  the  amount  delivered  to  the 
mains,  as  each  gallon  of  water  mu»t  be  pumped  twice*  There  would  be  a 
certain  amount  of  loss  from  pump  :ilippag9»  waste,  evaporation,  etc* 

(b)  As  a  portion  of  this  revenue  is  derived  from  the  sale  of  water  at  flat 
rate  for  which  no  meter  record  is  available,  it  is  impossible  to  accurate- 
ly determine  the  muiber  of  gallonn  of  water  consumed*  Therefore  thm   average 
rate  in  cents  per  gallon  can  not  be  computed  for  each  class  of  service,  and 
it  is  necessary  to  compute  the  average  rate  for  all  classes  of  servioe 

on  the  number  of  gallons  of  water  delivered  to  the  mains  and  not  on  the 
number  of  gall<ms  consumed* 

Figure  8-  Revenues  and  expenses  per  unit  of  water  pumped 
and  delivered. 
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consumers  and  divide  this  equitably  among  all  of  the  oonsumers 
of  each  class. 

It  la  common  practice  to  divide  the  rate  schedule  into  blocks 
applying  a  higher  rate  to  the  consumption  until  It  reaches  a 
certain  point,  the  limit  of  the  first  block,  a«id  a  descending 
scale  of  rates  to  the  consximption  In  excess  of  that  included  in 
the  first  block.   The  computation  of  rates  must  be  made  with 
great  care,  and  must  be  based  upon  the  actiial  consumption  or  use 
of  the  service  expected  dui-in^;  the  period  for  which  the  rates  ai^ 
made.  It  is  usual  to  make  the  computation  by  using  as  a  basis  th< 
consumption  of  a  recent  period.  The  consumption  for  the  last 
year  usually  furnishes  a  fair  basis  for  this  purpose,  provided  du< 
allowance  Is  made  for  any  probable  increase  or  decrease.  To  com- 
pute the  revenues  by  taking  the  consumers »  bills  and  refiguring 
each  one  would  require  an  enormous  amount  of  labor,  as  it  is 
usually  necessary  to  try  out  various  combinations  of  rates  be- 
fore an  acceptable  schedule  is  produced  yielding  the  required 
gross  revenue. 

For  the  purpose  of  facilitating  such  computations,  tables  may 
be  constructed  in  such  form  as  will  peinait  of  easy  computation 
of  any  rates  or  combinations  of  rates  that  may  be  desirable.  Fig- 
ures 9  and  10  are  illustrations  of  such  tables  worked  out  for 
one  class  of  electrical  consumers  and  one  table  for  gas  consumers . 
The  table  for  eleotidcal  consuraers  is  limited  to  resident  consumers, 
and  includes  only  those  resident  consumers  having  a  "connected 
load^'  of  a  given  amount,  500  watts.  It  is  usual  to  compute  rates 
with  reference  to  the  demand  or  connected  load  (meaning  the  maxi- 
mmti   demand  that  the  consumers*  lamps  and  other  equipment  connected 
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with  the  company ^3  system  can  make  at  any  one  instant)*   In 
case  tMa  is  not  done,  but  instead  all  consumers  are  charged 
rates  without  reference  to  the  demand,  separate  schedules  need 
not  be  made  for  the  various  connected  load  groups,  but  may  all 
be  included  In  one  schedule •  Usually,  however,  the  rates  for 
residence  service  are  different  from  those  for  business  use,  and 
different  from  the  rates  for  power  service,  so  that  different 
classifications  will  have  to  be  made  for  these  main  divisions  of 
the  customers  ♦ 

Explanation  of  Electrical  Consumers'  Statement »  -  Figure  9  shows 
the  sales  of  electrical  energy  to  all  consumers  of  a  certain 
company  having  a  **conneoted  load"  of  500  watts  each.  The  connect- 
ed load  of  500  watts  includes  the  total  capacity,  in  watts,  of 
lamps  and  other  electric  appliances  in  use,  all  of  which  con- 
suming energy  for  one  hour  would  consumer  500  watt-hours  (^  kw^hr.)* 

This  is  statement  is  only  one  of  a  series  of  like  character 
which  are  necessary  to  calculate  the  total  revenues  in  a  given 
case*   Separate  tables  are  made  for  groups  of  consumers  having  con- 
nected loads  of  400,  500,  550,  or  600,  etc#   In  order  to  avoid 
making  too  large  a  number  of  tables,  tinimportant  fractions  in  the 
connected  load  are  ignored. 

The  primary  rate  of  10  cents  per  kw-hr.  is  for  the  first  30 
hours*  burning  of  the  full  connected  load,  and  the  qixantity  is 
ascertained  by  multiplying  the  number  of  watts  (500)  by  the  number 
of  hours  (30),  the  result  being  the  number  of  watt  hours  (15,000), 
and  dividing  this  result  by  the  nxxmber  of  watt  hours  in  one  kw-hr • 
(1,000),  thus  arriving  at  the  number  of  kw-hrs.  (15)  for  the  first 
30  houjps*  burning.  By  a  like  process  the  number  of  kw-hrs,  for 
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TABULATION  OF  ELECTRIC  CONSUMERS*  MONTHLY  BILLS 


According  to"Kw-hrs.  Consumed  and  According  to  Rate  Blocks 
(Consumers  Having  Connected  Load  of  500  Watts) 


Year  Ended  December  31,  1924. 


Number  of 
Consumer 
Months 


U) 
82 

19 

38 

60 

74 


^63 
77 
74 
73 
66 
69 
78 
63 
51 
64 
46 
37 
37 
30 
30 
29 
13 
22 
19 
5 
12 
12 
10 
12 
4 
4 
2 
50 


Monthly 
Consumption 
(kw^hrs) 


None 
1 
2 

3 

4 


Total 
Consumption 
(kw^hrs) 


W 


124? 


Minimum  Bills 
5 

6 

7 

6 

9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31  to  64 


19 

76 

150 

296 


Total 


^541 
385 
444 
511 
528 
621 
780 
693 
612 
702 
644 
555 
592 
510 
540 
551 
260 
462 
418 
115 
288 
300 
260 
324 
112 
116 
60 

1909 


First  30  hrs. 
Burning 
(kvir-hrs) 


(47 

19 
76 

150 
296 


13833 


Net  rate  per  kw^hr 


541 
385 
444 
511 
528 
621 
780 
693 
612 
702 
644 
555 
555 
450 
450 
435 
195 
330 
285 
76 
180 
180 
150 
180 
60 
60 
30 
750 
10840* 


263  Minimum  bills  @  50j^ 


Amount  of  revenue  derived 
fron^.  sales  at  above  rates 


lOj^ 


131.50 


$1,084.00 


Next  30  hrs. 

Burning 

(kwr"hrs) 


w 


37 

60 

90 

116 

65 

132 

133 

40 

108 

120 

110 

144 

52 

56 

30 

750 


H 


$143.01 


Total  Revenues  $1,378.96 

*  Does  not  include  the  541  kw-hrs.  included  in  the  263  minimum  bills. 


Over  60  hrs. 
Burning 
(kw*hrs) 


(6T 


409 
40§" 


5^ 


$20.45 


Figure  9-  Tabulation  of  electrical  consumers'  monthly  bills. 
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the  next  30  hovirs  burning  is  found  to  be  the  same,  the  rate  for 
which  is  7  cents  per  kw-hr.  For  all  current  consumed  in  any 
month  in  excess  of  30  kw-hrs*  (or  60  hours*  burning)  the  rate  is 

5  cents  per  kw-hr. 

The  Tnininaun  monthly  charge  being  50  cents,  of  course  all  current 
consumed  in  less  qtiantities  th/an  5  kw-hrs,  per  consumer  is  at  a 
higher  rate  than  the  primary  rate  of  10  cents  per  kw-hr* 

Column  1  shows  the  number  of  months*  use  by  all  consumers 
having  a  connected  load  of  500  watts,  and  represents  the  number 
of  bills  rendered  during  the  year  to  all  such  consumers • 

Column  2  represents  quantities  of  current  used  per  consoamer  per 

Bonth« 

Column  3  shows  the  total  consumption  of  current  for  the  entire 
year  of  all  consumers  having  a  connected  load  of  500  watts* 

The  relation  betv/een  the  first  three  columns  is  very  readily 
8een#  The  number  of  consumer  months  (column  1)  mxiltiplled  by  the 
monthly  consumption  in  kw-hrs*,  (column  2),  equals  the  total  con- 
sumption in  kw-hrs.,  (column  5.).  In  the  case  of  the  50  consumer 
months  (or  50  bills)  of  more  than  30  kw-hrs.  per  month,  some  were 
for  31,  some  for  32,  35,  46,  50,  64,  etc.,  and  are  condensed  on 
one  line  for  the  sake  of  brevity,  but  if  shown  in  detail  the  re- 
sult would  be  the  same. 

The  following  will  illustrate  the  table  more  in  detail.  One 
of  the  monthly  bills  included  in  the  50  on  the  last  line  above 
the  total,  is  for  54  kw-hrs.,  billed  as  follows: 


16  kw-hTB.  (included  in  column  4) 
15  kw-hrs.  (included  in  column  5) 
24  kw-hrs.  (included  in  colxunn  6) 
64  kw-hrs.  (total  per  column  3) 


@  lOjzf 
@     5^ 


♦1.50 

1.05 

1.20 

I  3.75 


zze 


In  the  table,  the  above  bill  is  included  in  the  coimt  in 
coluinn  1  as  one  ''consiunep  month,"  and  the  total  consumption, 
54  kw-hrs,,  is  included  in  column  3,  the  first  15  kw-hrs,,  in 
column  4,  the  next  (or  second)  15  kw-hrs  in  column  5,  and  all 
current  consumed  over  or  in  excess  of  30  kw-hrs«,  is  included 
in  column  6  ,  and  the  proper  j^ates  under  the  schedule  are 
applied  to  each  ,  as  shown. 

Prom  the  illustration  just  given,  as  to  one  bill,  we  may 
follow  the  computation  involved  in  the  total  of  the  50  bills 
showing  monthly  consumption  ranging  from  31  to  64  kw-hrs., 
the  total  quantity  of  current  used  being  1,909  kw-hrs«,  as 
shown  in  column  3«  The  computation  of  the  total  quantities  and 


amounts  of  the  50  bills  as  follows; 

750  kvr-hrs«  (included  in  coltam  4)  @  10^ 

750  kw^hrs.  (included  in  coltunn  5)  %    1^ 

409  kv?^hr8«  (included  in  colxunn  6)  @    5j^ 
1,909  kw^hrs. (total,  per  column  3) 


♦75.00 

52.50 

20.45 

♦147.95 


In  the  foregoing  table  all  bills  (or  consumer  months)  are 
shown  in  the  exact  number  of  liw-hrs.  constunption,  except  the 

last  50  bills,  which  are  for  more  than  30  kw-hrs.  each.  It 
is  desirable  to  show  the  smaller  bills  in  this  manner,  for  the 
reason  that  a  change  in  the  mJLnimum  monthly  bill  may  be  con- 
templated, and  sufficient  detail  is  required,  so  that  the  re- 
siiCLt  of  various  minimum  amounts  may  be  computed # 

Should  it  be  desired  to  increase  the  amount  of  the  minimum 
bill  to  $1.00,  the  effect  of  such  increase  in  the  foregoing 
table,  leaving  the  other  rates  as  they  are.  Is  Illustrated  in 
the  following. 

Since  the  quantity  consumed  in  the  first  SO  hours  burning  is 
15  kw-hrs.,  and  the  rate  for  the  same  is  10  cents  per  kw-hr.. 
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fl.OO  would  pay  for  10  kw-3irs,,  so  that  the  computation  of  the 
totals  for  the  minimuBi  bills  (consumptions  of  less  than  10 
kw-hrs.),  would  then  be  made  below  the  line  showing  9  kw-hrs., 
in  column  2.  The  total  number  of  kw«hi's.,  included  in  the 
first  block,  (column  4),  of  figures  at  10  cents  per  kw-hr. 
would,  of  course,  be  reduced  by  the  same  amoimt  to  be  added  to 
the  minimum  bills* 

In  designing  the  form  for  a  tabulation  of  this  kind,  the  rate 
blocks  which  the  company  ujider  consideration  has  in  effect  would 
be  used*  If  any  changes  in  rate  blocks  are  likely  to  be  consider- 
ed by  the  company  or  by  t^.e   commission,  appropriate  division 
should  be  made  in  the  table,  so  that  computations  may  be  easily 
made  and  used  to  forecast  the  probable  revenues  under  the  pro- 
posed rates  and  rate  blocks. 

Explanation  of  Gas^Consumers  Statements*  In  Figure  10,  Column 

1  shows  the  number  of  months  use  by  all  consumers,  and  repre- 
sents the  number  of  consumers »  bills  rendered  during  the  year* 

Column  2   represents  quantities  used  per  consumer  per  month 
within  the  limits  indicated* 

Coluim  3  shows  the  total  consvimption  of  all  consxamers  for  the 
whole  year* 

The  relation  betv/een  the  first  3  columns  may  be  explained  as 
aa  follows  by  referring  to  the  thirteenth  line: 

24,402  is  the  number  of  consumers*  monthly  bills  rendered 
during  the  year,  where  the  quantity  of  gas  used  ranged  between 
1,100  and  2,000  cubic  feet,  (both  inclusi^re)  per  month,  as  shown 
in  column  2* 

Column  3  shows  the  aggregate  annual  consumption,  36,442,500, 
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TABULATION  OP  GAS  CONSUMERS »  MONTHLY  BILLS 


According  to 
gjANTITIES  CONSULIED  AND  RATE  BLOCKS 
Year  Ended  December  31,  1924 


Number  or 

Con8\imer 

Months 


"ITT 

3,192 
2,235 
3,070 
3,217 


11,714 

3,357 

3,558 

3,157 

3,233 

3,094 

3,597 

3,487 

24,402 

10,673 

3,894 

1,804 

1,005 

560 

336 

223 

141 

90 

91 

70 

34 

37 

24 

22 

26 

16 

24 


Monthly- 
Consumption 
(cu»ft>) 


m 

None 
100 
200 

300 


Total  Minimum  BilT 
400 
500 
600 
700 
800 
900 
1,000 

1,100  to  2,000 

2,100  to  3,000 

3,100  to  4,000 

4,100  to  5,000 

5,100  to  6,000 

6,100  to  7,000 

7,100  to  8,000 

8,100  to  9,000 

9,100  to  10,000 

10,100  to  11,000 

11,100  to  12,000 

12,100  to  13,000 

13,100  to  14,000 

14,100  to  15,000 

15,100  to  16,000 

16,100  to  17,000 

17,100  to  18,000 

18,100  to  19,000 

19 > 100  to  20,000 


Total 


Net  Rate  per  M»  Cu»  ft> 
11,714  Minimum  Bills  @|>50 


Total 
Consumption 
(cu.ft.) 


223,500 
614,000 
965,100 


T,  802, 600 

1,342,800 

1,779,000 

1,894,200 

2,263,100 

2,475,200 

3,237,300 

3,487,000 

36,442,500 

26,428,600 

13,594,700 

8,091,200 

5,642,600 

3,597,600 

2,524,300 

1,869,400 

1,340,700 

956,100 

1,290,600 

880,900 

459,300 

538, 600 

372,100 

364,600 

455,200 

277,600 

470,300 


"123,778,100 


Amount  of  Revenue  derived  from  sales 
at  above  rates 


First 
5,000 
cu«ft« 


223,500 
614,000 
965,100 


^otal  Revenues  |188, 360.74 


1,802,600 

1,342,800 

1,779,000 

1,894,200 

2,263,000 

2,475,200 

3,237,300 

3,487,000 

36,442,500 

26,428,600 

19,594,700 

8,091,200 

5,025,000 

2,800,000 

1,675,000 

1,115,000 

705,000 

450,000 

455,000 

350,000 

170,000 

185,000 

120,000 

110,000 

130,000 

75,000 


120jX)00 


Next 
5,000 
cu«ft« 


114,820,600 
fl.50 


I  5^857.00 


171,780.90 


517,600 
797,600 
849,300 
754,400 
635,700 
450,000 
455,000 
350,000 
170,000 
185,000 
120,000 
110,000 
130,000 
75,000 
120,000 


Next 
10,000 

CU«ft4 


5,719,600 
♦1.45 


8,293*42 


T67 


56,100 
380,600 
180,900 
119,300 
168,600 
132,100 
144,600 
195,200 
127,600 
230^300 


1,735,300 

11.40 


12,429.42 


♦  Does  not  include  the  1,802,600  cu.ft.  of  gas  used  by  the  consumers  who  were  charged 
with  the  minimum  bill. 


Figure  10-  Tabulation  of  gas  consumers*  monthly  bills 
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as  shoim  by  all  of  the  24,402  monthly  bills •   The  amoxmt, 
36,442,500,  is  obtained  by  adding  together  the  consumption 
on  all  of  the  24,402  bills,  some  of  which  were  for  1,100  cubic 
feet,  some  for  1,200,  some  for  1,300,  and  so  on  up  to  2,000 
cubic  feet*  In  reading  meters  the  registration  is  recorded 
only  in  hundreds  of  cubic  feet,  fractions  being  omitted • 
To  explain  this  table  more  in  detail,  let  us  take  one 
of  the  monthly  bills  included  in  the  24  shown  oh  the  last 
line  above  the  total.  The  bill  selected  shows,  19,500  cubic 
feet  of  gas  consumed  in  one  month,  which  is  billed  at  the  follow- 


ing rates: 


Rate  Blocks 
cu«  ft. 


Rate  and  Extension 
per  M.  cu.ft. 


5.000  (included  in  coliomn  4)  @ 

5,000  (     "    "    "    5)  @ 

9.500  (     "    "    "    6)  © 
19,500   Total  per  coliomn 


$1#50 
1.45 
1.40 


$   7.50 

7.25 

15.30 

I  S8.05 


In  the  table,  this  bill  is  included  in  the  count  in  column 
1  as  one  "consumer  month,"  and  the  total  consumption  19,500 
cubic  feet  is  included  in  colximn  3.  The  first  5,000  cubic  feet 
consumed,  charged  at  $1.50  per  M.  cubic  feet,  are  included  in 
column  4,  the  second,  charged  at  $1.45  per  M,  are  included  in 
column  5,  and  the  balance,  wMch  is  less  than  10,000  cubic 
feet  (which  constitutes  the  next  block)  is  included  in  column  6. 

Prom  the  foregoing  Illustration,  showing  an  analysis  of  one 
bill,  we  may  follow  the  computation  involved  in  the  totals  of 
the  24  bills  ft^om  which  the  one  bill  was  selected  as  follows: 

During  the  year,  twenty- four  monthly  bills  showed  quantities 
of  gas  used  ranging  between  19,000  and  20,000  cubic  feet  (both 
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incluaive)*  The  sum  of  the  quantities  used,  as  shown  by  these 
twenty-four  bills,  was  470,300  oubic  feet,  as  is  indicated  in 
colttmn  3,  Since  each  of  these  twenty- four  bills  was  for 
quantities  used  amounting  to  mo3?e  than  19,000  cubic  feet,  it 
is  clear  that  for  each  of  these  bills  5,000  cubic  feet,  or  a 
total  of  120,000  cubic  feet  (5,000  x  24  e  120,000),  should  be 
placed  in  column  4  and  a  like  ainotmt  in  colTimn  5,  as  is  indi- 
cated by  the  column  headings.  After  having  distributed  a 
total  of  10,000  cubic  feet  in  columns  4  and  5,  the  remainder  of 
each  bill  is  not  more  than  10,000  cubic  feet  (maximum  bill  of 
this  group  was  for  20,000  cubic  feet),  and  should  therefore  be 

included  in  column  6. 

In  designing  the  Torn   for  a  tabulation  of  this  kind,  the  rate 
blocks  which  the  company  under  consideration  has  in  effect  should 
be  used*  If  any  changes  in  rate  blocks  are  likely  to  be  con- 
sidered by  the  company  or  by  the  commission,  appropriate  divi- 
sion should  be  made  in  the  table,  so  that  it  may  be  used  to 
forecast  the  probable  revenues  under  the  proposed  rates  and  rate 

blocks. 

In  Figure  10  all  bills  for  less  than  1,000  cubic  feet  are 
shown  in  hundreds  of  cubic  feet.  This  is  done  because  it  is 
frequently  desirable  to  change  the  amount  of  the  minimum  bill, 
necessitating  sufficient  detail  so  that  the  results  of  various 
minimum  amounts  may  be  computed. 

If  it  were  desired  to  ascertain  the  effect  of  increasing  the 
minimum  bill,  in  Figure  10,  to  $1.00  and  leave  the  other  rates 
as  they  are,  the  resiilts  would  be  as  follows: 

Since  the  rate  for  the  first  block  is  $1#50  per  M»  cubic  feet 
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ll.OO  would  pay  for  two-thirds  of  a  thousand,  or  666  cubic 
feet  of  gas.  However,  as  the  meters  are  read  only  in  even 
hundreds  of  cubic  feet,  it  follows  that  the  minimum  amount 
of  $1*00  would  be  charged  in  all  cases  where  the  consumption 
did  not  exceed  600  cubic  feet  per  month,  and  that  where  700  cublo 
feet  or  more  were  used,  the  rate  of  $1.50  per  M«  cubic  feet  would 
apply  for  the  first  block. 

The  computation  of  the  totals  for  the  minimum  bills  would 
then  be  made  below  the  line  showing  600  cubic  feet  in  column  2. 
The  total  number  of  cubic  feet  Included  In  the  first  block 
and  figured  at  the  high  rate  must,  of  course,  be  reduced  by 
the  additional  amount  which  will  be  billed  under  the  minimum 

bills. 

The  advantage  in  the  use  of  this  table  is  that  instead  of 
trying  out  a  new  or  proposed  schedule  of  rates  by  extending 
each  consumer's  bill  at  the  proposed  rate  and  totaling  them 
to  see  What  the  total  revenues  of  the  company  would  be  under 
such  new  rates,  the  work  is  greatly  simplified  and  any  number 
of  rates  may  be  figured  out  quickly,  as  the  table  shows  in  sep- 
arate totals  all  of  the  gas  that  would  be  paid  for  at  each  of 
the  rates  named  in  the  proposed  schedules. 

The  form  of  statement  for  a  water  utility  in  making  tabula- 
tions of  water  sales  for  the  purpose  of  computing  rates  when 
water  is  sold  by  meter  would  be  the  same  as  that  presented  in 
Figure  10.  Where  the  meters  register  in  gallons,  this  unit 
will  of  course  be  used  in  the  table. 
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Reader *s  Taat  of  Subject  Matter  In  Chapter  VI 
The  following  questions  are  giren  to  enable  the  reaaer  to 
check  himself  as  to  his  grasp  of  the  important  points  discussed 
under, the  subject,  "The  Utility-Rate  Problem. •• 

!•  If  you  were  asked  to  prepiiire  a  report  ef  aa  eleotrie*  gas,  or  water 
utility  for  the  purpose  of  determining  a  fair  rate  for  services 
rendered  by  the  utility  to  its  customers,  outline  the  order  of  your 
procedure. 

2«  For  the  return  allowed  to  the  owners  of  public-utility  property, 
what  is  the  basis  of  valuation  used  by  oommissions? 

Zm  Discuss  the  opinions  of  the  Supreme  Court  with  reference  to  the 
consideration  of  original  cost  and  reproduction  cost  in  the  de- 
termination of  fair  value  for  rate-making  purposes. 

4«  Discuss  the  extent  to  nhich  reproduction  cost  is  given  considera- 
tion* Point  out  the  advantages  and  disadvantages  from  the  stand- 
point of  investor  of  using  reproduction  cost  as  basis  of  valuation* 

5*  Explain  the  effect  in  a  rate  case  of  including  in  the  fixed-capital 
accounts  the  excess  cost  of  replacing  an  important  unit  over  the 
original  cost  of  the  unit  replaced.  COTipare  with  the  result  if 
entire  cost  of  new  unit  wsre  charged  to  operation  as  maintenance, 
noting  particularly  the  effect  on  rate  of  return  and  rates  charged 
customers* 

6*  How  is  the  amount  of  depreciation  actually  existing  in  the  physical 
property  at  the  date  of  valuation  determined? 

7*  In  preparing  an  accounting  report  for  a  commission,  irtiat  facts  with 
reference  to  the  history  and  the  classification  of  the  property 
should  be  considered?  If  the  records  of  original  cost  are  in- 
complete, ?*iat  course  may  be  taken  with  a  view  to  ascertaining  the 
amount  expended  in  constructing  the  property? 

8«  In  making  valuations  of  property,  what  consideration  should  be  given 
to  property  falling  \inder  the  following  classifications; 

(a)  Gifts,  grants,  and  donations* 

(b)  Property  not  used  and  useful* 

(c)  Property  owied  but  not  used* 

(d)  Property  used  but  not  owned. 

(e)  Property  acquired  thru  earnings* 

9*  Discuss  the  various  methods  used  in  determining  the  "going  value"  of 

a  utility  for  the  purpose  of  rate  making* 
10*  In  a  valuation  for  rate-making  purposes,  what  consideration  should  be 

given  to  working  capital? 
11*  What  is  the  nxle   generally  followed  in  the  apportionment  of  proper-ly 

bet?ieen  different  departments  in  cases  where  the  company  operates 

two  or  more  classes  of  utilities? 
12*  What  is  the  opinion  of  the  Supreme  Court  with  reference  to  the  rate 

of  return  on  properiy  valuation? 
13*  Outline  the  matters  to  be  considered  in  determining  the  cost  of 

operation. 
14*  State  the  elements  in  the  cost  of  serving  a  consumer* 
15*  Outline  the  methods  of  apportioning  steam  production  costs,  super- 
vision, general  expenses,  and  taxes* 
le.  What  is  the  purpose  of  preparing  statements  like  those  in  Figures,  6, 7, and  8? 
17*  m&t   is  the  advantage  in  the  use  of  a  tabulation  as  shown  in  Figure  10? 
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CHAPTER  711 
FINANCING  PUBLIC  UTILITIES 


The  essential  points  brought  out  in  this  section  are 
"briefly  summarized  in  the  following: 

!•  Public-utility  security  issues  are  classified  and  fully 
explained. 

Z.   Methods  of  accounting  for  discount  and  premium  on  capi- 
tal stock  are  explained. 

3*  The  extent  to  which  the  state  commission  may  control 
the  issue  of  securities  is  set  forth. 

4*  The  commission  may  mate  valuation  of  property  for  the 
purpose  of  a  security  issue* 

5.  The  purchase  of  a  plant  already  in  operation  requires 
the  approval  of  the  commission^  both  as  to  the  transfer 
of  the  property  and  the  issue  of  securities  t6   pay  for 

&•   Values  for  capitalization  are  not  the  same  as  for  other 

purposes. 
?•  Where  property  is  acquired  by  corporate  merger  or  consoli 

dation,  differences  exist  in  the  legal  processes  and  the 

method  of  valuation. 
8*  How  securities  may  be  issued  to  acquire  working  capital. 
9#  Interest  on  capital  used  for  construction  purposes  may 

be  capitalized  until  property  is  ready  for  operation. 
10#  Provisions  for  fortifiring  the  security  of  bonds  are  set 

forth. 

11.  Sinking-fund  bonds  for  public  utility  financing  is  be- 
coming less  common. 

12.  Proportion  of  stocks  iind  bonds  issued  by  public-utility 
corporations. 

13.  Commission  regulation  must  be  co-operative  and  not  merely 
negative  In  character^ 

14.  The  plan  of  selling  securities  among  customers  has  cer- 
tain advantages. 
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FINANCING  PUBLIC  UTILITIES 
Public-Utility  Security  Issues  Classified,-  The  security  issues 
of  public  utilities  are  not  in  their  essential  characteristics 
different  from  those  of  corporations  engaged  in  other  business 
enterprises.  In  general,  however,  a  larger  proportion  of  the 
capitalization  of  public  utilities  is  represented  by  bonds  and 
other  evidences  of  indebtedness  than  is  the  case  in  other  in- 
dustries. It  Is  not  uncommon  to  find  public  utilities  with 
60  per  cent  or  more  of  the  total  capitalization  represented 
by  bonds,  the  average  percentage  being  between  50  and  60  per 

cent. 

The  various  classes  of  capital  stock,  bonds,   and  other 
forms  or  evidences  of  indebtedness,   in  general  use  among  pub- 
lic utilities,  are  classified  in  the  following: 

Capital  Stock; 

C  omnion  • 

Preferred. 

Debenture. 
Long-Term  Debt: 

Mortgage  bonds. 

Collateral  trust  bonds. 

Incoxae  bonds. 

Equipment  obligations. 

Miscellaneous  obligations. 

Receipts  outstanding  for  long-term  debt. 
Notes  Payable. 
Receiver's  Certificates. 
Advances  from  Affiliated  Companies. 
Matured  Long-Term  Debt  Unpaid. 

The  definitions  and  accounting  rules  with  respect  to  these 
securities  are  given  in  the  following  excerpts  from  the  Uniform 
Classification  of  Accounts,  adopted  by  the  National  Association 
of  Railway  and  Utility  Commissioners: 

Capital  Stock 

This  account  shall  include  the  items  described  under  the 
following  subheads: 
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(a)  Full-paid  stock.  This  covers  the  total  par  value  of 
Btooks  or  receipts  issued  to  represent  permanent  full-paid 
Interests  in  the  accounting  company,  or  interests  which,  if 
terminated,  are  so  only  at  the  option  of  the  company.  ^ 
"full-paid  interest"  is  meant  m   interest  in  which  the  full 
amount  of  the  subscription  has  been  paid  in. 

(b)  Tnstallments  paid  on  stock  subscriptions.  This  covers 
the  amount  of  installments  paid  on  subscriptions  for  capital 
stock,  TOien  the  full  amount  of  the  subscription  has  been 

paid  and  certificates  of  stock  are  issued  therefor,  this  account 
shall  be  cleared  and  the  par  value  of  the  stock  so  issued 
shall  be  credited  to  the  account  appropriate  for  such  stock. 

(c)  g-i-.»«v  liability  for  cover sion.  This  covers  the 
accounting  company's  liability  under  agreements  to  exchange  its 
capital  stock  for  the  outstanding  securities  of  companies  iriiose 
Physical  property  has  been  acquired  under  such  agreements,  but 
^se  securities  have  not  yet  been  surrendered  for  exchange. 

The  following  is  the  most  important  classification 
of  stock. 

(a)  Common  stock.  Stock  which  has  no  preference  in  the 

distribution  of  dividends,  ,   ..^  j4.4.«4t„,4-<«« 

(b)  Preferred  stock.  Stock  having  preference  in  the  distribution 

of  dividends* 

(o)  Debenture  stock.  Stock  issued  under  a  contract  to  pay  a 

specified  return  at  specified  intervals. 

Preferred  stock  may  be  further  classified  as  first  preferred, 
second  preferred,  etc.;  or  as  cumulative  or  noneumulative ;  or 
as  partlcipajg^  or  nonpartioigSting.  FirBt:ipra furred  stocks  are 
those  which  havS  the  l^irst  claim  upon  such  dividends  as  may  be 
distributed;  a  claim  upon  dividends  taking  precedence  over  the 
claim  of  common  stock,  but  inferior  to  the  first-preferred  stock, 
may  be  represented  by  second-preferred  stock,  and  so  on.  Stock  is 
cumulative  if  the  amount  by  which  the  dividend  at  any  dividend 
period  fails  to  reach  a  stipulated  dividend  rate  and  is  carried 
forward  to  continue  as  a  olaiin  upon  the  dividend  fund  until 
satisfied.  Stock  is  noneumulative  if  such  amount  lapses.  Stock 
is  participating  if  it  is  not  limited  to  a  stipulated  rate  in  the 
amount  of  dividends  which  it  may  receive  but  is  entitled  to 
participate,  in  accordance  with  the  terms  of  the  contract  under 
which  it  is  issued,  in  further  dividends.  It  is  nonpartioipating 
if  it  is  limited  to  a  stipulal^d  rate, 

atooks  my  differ  also  with  respect  to  voting  provisions  ana 
conditions  under  which  they  may  bo  retired.  A  separate  ledger 
a<scount  should  be  maintained  -for  each  class  of  stook  issued,  and 
no  two  stocks  shall  be  considered  of  the  same  class  unless  they 
are  equal  in  their  interest  or  dividend  rights,  their  voting 
riEhts,  and  the  conditions  under  which  they  may  be  retired.  The 
oh«-acteristics  of  any  class  of  stocks  in  these  three  regards  shall 
be  designated  in  the  title  of  the  account  raised  to  cover  such 
stocks  and  shall  be  clearly  e:icpressed  in  the  first  entry  of  such 
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account*  To  the  account  for  any  class  of  stock:  shall  be  creditedi 
when  issued,  the  par  value  of  the  amount  of  stock  of  that  class 
issued.  If  such  issue  is  for  money,  that  fact  shall  be  stated; 
and  if  for  any  other  consideration  than  money,  the  person  to 
whom  issued  shall  be  designated  and  the  consideration  for  Triiich 
issued  shall  be  described  with  sufficient  pcurticulari-ty  to 
identify  it;  if  such  issue  is  to  the  treasurer  or  other  agent  of 
the  corporation  to  be  by  him  disposed  of  for  the  benefit  of  the 
corporation,  that  fact,  and  the  name  of  such  agents  shall  be  shown; 
and  such  agent  shall,  in  his  account  of  the  disposition  thereof, 
show  the  like  details  concerning  the  consideration  realized  thereon, 
which  account  when  accepted  by  the  corporation,  snail  be  preserved 
as  a  corporate  record*  If  the  fair  cash  value  of  the  consideration 
realized  upon  the  issue  of  any  amount  of  stock  is  greater  than  the 
par  value  of  such  stock  and  accrued  dividends,  if  any,  expressed 
in  the  contract  of  issue,  the  excess  shall  be  credited  to  account 
No.  202,  "Premium  on  Capital  Stock,"  and  corresponding  reference 
thereto  shall  be  contained  in  the  entry  relating  to  such  stock  in 
the  stock  account. 

For  each  class  of  stock  the  records  shall  also  show  plainly 
the  par  value  of  (1)  certificates  issued  and  actually  outstanding, 
being  those  not  held  by  the  company,  its  agents,  or  trustees,  or 
subject  to  its  control;  and  (2)  certificates  pledged  and  un- 
pledged held  in  the  company's  treasury,  by  its  agents,  of  trustees, 
or  otherwise  subject  to  its  control,  including  both  those  ac- 
quired after  actual  issue  and  those  nominally'  but  never  actually 
issued* 

Capital  stock  is  considered  nominally  issued  when  certificates 
are  signed  and  sealed  and  placed  with  the  proper  officer  for 
sale  and  delivery,  or  pledged,  or  otherwise  placed  in  some 
special  f\md  of  the  accounting  company*  It  is  considered  to  be 
actually  issued  when  it  has  been  sold  to  a  bona  fide  purchaser 
for  a  valuable  consideration,  and  such  purchaser  holds  it  free  from 
all  control  hy   the  acooanting  company*  All  capital  stock  actually 
issued  and  not  reacquired  by  or  for  the  accounting  company  is 
considered  to  be  actually  outstanding*  If  reacquired  by  or  for 
the  accounting  company,  under  such  circumstances  as  required  it 
to  be  held  alive  and  not  canceled  or  retired,  it  is  considered 
to  be  nominally  outstanding. 

When  stock  without  par  value  is  issued,  the  actual  money 
value  of  the  consideration  realized  from  the  issue  should  be 
credited  to  the  account  representing  that  particular  class  of 
stock. 

Long-Term  Debt 

This  account  shall  include  the  total  par  value  of  all  debts 
except  receiver's  certificates  and  advances  from  affiliated 
companies  (for  which  see  next  page),  which,  by  the  terms  of  its 
creation,  does  not  mature  until  more  than  one  year  after  date 
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^L^""??*^!?*  V"^^   "^""^^'"^  ^°^^^^'  ^^^®^'  mortgage  certificates, 
am  ail  other  forms  of  acknoivledgement  of  indebtedness. 

The  records  shall  be  so  kept  that  long-term  debts  of 
different  classes  may  be  sepirately  shoim.  The  most  important 
classification  is  that  based  upon  the  nature  of  the  lien  or 
security,  as  follows: 

(a>  Mortgage  bonds.  Bondjj  secured  by  a  lien  on  physical 
property  and  not  includable  In  the  other  subdirisions  of  this 
account* 

(b;  Collateral  trust  bondgi.  Bonds  and  notes  having  a 
^^^   of  maturity  or  more  tha^:  one  year  after  date  of  issue, 
tiecured  by  a  lien  on  securities  or  other  commercial  paper:  also 
stock  trust  certificates  that  are  similar  in  character  to 
collateral  trust  bonds. 

(c)  Income  bonds.  Bonds  which  are  a  lien  on  the  accounting: 
company's  revenue  alone,  or  bonds  which,  while  being  a  lien  on 
its  property  and  franchises,  can  claim  payment  of  interest  onlv 
in  case  interest  is  earned. 

^^>  Equipment  obligations.  Equipment  bonds,  equipment 
'*®*®^»  or  other  obligations  secured  by  lien  on  specific  equipment. 

^^®>  ^Bcellaneous  obligations.  All  long-term  obligations 
not  provided  ror  in  the  four  preceding  classes,  including  notes, 
unsecured  certificates  of  indebtedness,  debenture  bonds,  plain 
bondst  real  estate  mortgages  executed  or  assumed,  and  other 
similar  obligations  maturing  more  than  one  year  after  date  of 
issue. 

i^)   Receipts  outstanding  for  long-term  debt.  Receipts 
^®r  paymeni  on  accoun-b  of  long-term-debt  securities.  When  the 
securities  are  issued  for  amounts  so  paid,  the  face  value  shall 
be  included  in  the  account  co\rering  the  class  of  funded  debt 
for  which  the  securities  are  issued. 

Long-term  debts  may  differ  also  with  respect  to  rates  of 
interest,  interest  dates,  and  date  of  maturity.  Separate  ledger 
accounts  shall  be  maintained  for  each  class  of  long-term  debt, 
and  no  two  amounts  of  debts  not  agreeing  in  respect  of  all  four 
of  the  characteristics  above  named  shall  be  included  in  the 
same  ledger  account,  except  that  part  of  any  long-term  debt 
issue  agreeing  in  other  characteristics,  but  maturing  serially, 
nay  be  treated  as  of  the  same  class.  The  title  of  each  ledger 
account  for  long-term  debts  shall  express  the  four  characteristics 
above  stated,  that  is  to  say,  mortgage  or  other  lien  or  security, 
rate  of  interest,  dates  of  maturity  of  interest,  and  date  of 
maturity  of  principal,  as,  e.  g.,  "First  mortgage  5  per  cent, 
Q.  P.  10,  August  10,  1928,"  which  means  a  debt  secured  by  the 
company's  first  mortgage,  bearing  interest  at  the  rate  of  5  per 
cent  per  annum,  interest  maturing  quarterly  on  February  10, 
May  10,  August  10,  and  November  10,  of  each  year,  principal 
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xnaturing  August  10>  1928. 

For  each  class  of  long-term  debt  the  records  shall  also 
shoir  plainly  (1)  the  par  Talue  of  certificates  or  other  evidences 
of  debt  issued  and  actually  outstanding,  being  those  not  held 
by  the  company,  its  agents  or  trustees,  or  subject  to  its 
control;  and  (2;  the  par  value  of  certificates  or  other  evidences 
of  debt  pledged  or  unpledged  held  in  the  company's  treasury,  held 
by  its  agents  or  trustees,  or  otherwise  subject  to  its  control; 
including  both  those  reacquired  after  actual  issue  and  those 
nominally  but  never  actually  issued. 

Saourities  maturing  one  year  or  less  from  date  of  issue 
shall  be  included  in  Account  Bo.  221,  ''Notes  Payable."  ^Matured 
long-term  debts  shall  be  included  in  Account  No.  226,  "Matured 
Long-Term  Debt  Unpaid •" 

Long-term-debt  securities  are  considered  to  be  nominally 
issued  when  certified  by  trustee  and  placed  with  the  proper 
officer  for  sale  and  delivery,,  or  pledged  or  otherwise  placed 
in  some  special  fund  of  the  accounting  company.     They  are  con- 
sidered to  be  actually  issued  when  they  have  been  sold  to  a 
bona  fide  purchaser  for  a  variable  consideration,  and  such 
purchaser  holds  them  free  froxi  all  control  by  the  accounting 
company.     All  securities  actually  issued  and  not  reacquired 
and  held  by  or  for  the  accounting  company  under  such  circum- 
stances as  require  them  to  be  considered  as  held  alive  and  not 
canceled  or  retired  are  considered  to  be  nominally  outstanding. 
If  reacquired  by  the  accounting  company,  under  such  circumstances 
as  require  them  to  be  considered  as  held  alive  and  not  canceled 
or  retired,  they  are  considered  to  be  nominally  outstanding. 

Notes  Payable 

This  account  shall  include  the  balances  representing  out- 
standing obligations  in  the  form  of  notes,  drafts,  acceptances, 
or  other  similar  evidences  of  indebtedness  payable  on  demand  or 
within  a  time  not  exceeding  one  year  from  date  of  issues. 

Secured  notes  and  time  loans  payable  more  than  one  year  ^ 

from  date  of  issue  shall  be  included  in  account,  "Long-Term  Debt. 

Altho  demand  notes  are  treated  as  short-term  notes  in  the 
imiform  classifications  of  accounts,  being  includable  in  the 
accounts,   "Hotes  Payable"  and  "Advances  from  Affiliated 
Companies/  they  are  not  always  so  considered  by  commissions 
In  determining  whether  the  issue  of  such  notes  requires  the 
approval  of  the  commission  In  cases  where  the   law  permits 
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the  issue  of  short-term  notes  without  authorization  by  the 

commission. 

In  Illinois  and  in  some  other  states,  it  has  been  held 

that  since  a  demand  note  may  not  mature  until  more  than 

twelve  months  from  date,  its  issue  should  be  approved  by  the 

commission  where  the  law  does  not  refer  to  demand  notes,  but 

provides  that  no  evidences  of  indebtedness  payable  more  than 

twelve  months  after  date  of  issue  shall  be  issued  without 

approval. 

Receiver* 3  Certificates 

When  any  receiver,  acting  under  the  orders  of  a  competent 
court,  is  in  possession  of  the  properly  of  a  corporation,  and 
under  the  orders  of  such  oourt^  issues  certificates  of  indebted- 
ness chargeable  upon  such  property,  the  par  value  of  such  cer- 
tificates shall  be  included  in  this  account. 

Separate  subaccounts  shall  be  maintaned  for  receiver's 
certificates  wiiich  mature  in  more  than  one  year  and  those  which 
mature  in  one  year  or  less  from,   date  of  issue. 

Advances  from  Affiliated  Companies 

Under  this  title  a  separate  account  is  provided  in  the 
uniform  classification  of  accounts  for  nonnegotiable  notes 
and  credit  balances   in  open  accounts  not   subject   to  current 
settlement.     The  text  of  this  account  is  as  follows: 

"This  account  shall  include  the  par  value  of  nonnegotiable 
notes  due  to  affiliated  companies,   credit  balances  in  open  ac- 
counts with  such  companie By  other  thcin  credit  balances  in  current 
accounts  classable  as  current  liabilities,   and  interest  accrued 
on  notes  and  open  accounts  included  in  this  account,  when  such 
interest  is  not  subject  to  current  settlement.     Two  companies 
are  affiliated  if  either  one  controls  the  policy  of  the  other, 
or  if  both  are  subject  to  the  same  control. 

"This  account  shall  be  subdivided  as  follows: 

a.  Notes,   including  both  time  and  demand  notes. 

b«  Open  accounts  not  subject  to  current  settlement. 

c.   Interest  accrued  on  amounts  included  in  this  account 
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when  not  subject  to  current  settlement. 

•^Accounts  with  affiliated  companies  which  are  subject  to  current 
settlements,   such  as  charges  for  materials  and  supplies  currently 
furnished,   charges  for  repairs  to  equipment,  etc.,   shall  be  classed 
as  current  assets  or  current  liabilities,  as  may  be  appropriate. 
Negotiable  notes  due  to  affiliated  companies  shall  not  be  included 
in  this  account,  but  in  Account  No.  221,  Notes  Payable*" 

Matured  Long-Term  Debt  Unpaid 

Under  this  title  a  separatia  account  classified  as  a  current- 
liability  account  is  provided,   in  which  is  included  the  amount 
of  long-term  debt  matured  and  unpaid  T«rithout  specific  agreement 
for  extension  as  to  time  of  payment.     This  includes  also  un- 
presented  bonds  drawn  for  peiyment  thru  the  operation  of  sinking 
and  redemption  fund  agreements. 

Discount  and  Premium  on  Capital  Stock.-  In  some  of  the 
states,  par  value  stock  caitinot  be   sold  at  a  discount,  while 
in  other  states  it  may.     In  a  few  states   it  is  left  to  the 
discretion  of  the  commission  as  to  the  price  for  which  it 
may  be   sold.      No   serious  objection  has  been  raised  to  the 
issue  of  stock  at  a  premium;  that  is,  at  a  price  above  its 
par  value.     In  som.e   states  it  is  required  that  the  old  stock- 
holders be  given  an  opportunity  of  subscribing  for  new  issues 
at  par.     Usually  the  entire  amount   is   taken  by  the  old  stock- 
holders where   the  market  value  is  above  par. 

The  methods  of  accounting  for  discount  and  premium  on 
capital   stock  are  provided  for  in  the  Uniform  Classification 
of  AccoTints  of  the  National  Association  of  Commissioners,   in 
which  separate  accounts  are  provided  for  disco\int  on  capital 
stock  and  premium  on  capital  stock.      It  is  provided  that 
entries  in  these  accounts  representing  discounts   shall  b^e 
carried  therin  \mtil  offset — 

1.  By  premiums  realized  on  siubsequent  sales  of  the  same  class 
of  stock. 
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2*  By  assessioent  levied  on  the  stockholders* 

3»  By  appropriations  from  surplus  for  that  purpose  • 

4«  By  charges  to  profit  and  loss  upon  reacquirement 
of  the  stock* 

Entries  in  these  accounts  representing  premiums  realized 
shall  be  carried  therein  until  offset- - 

Im  By  discount  s\iffered  on  sales  of  the  same  class  of 

stock* 

2«  By  credits  to  profit  and  loss  upon  reacquirement  of 

the  stock# 

In  case  the  accounting  corrpany  is  permitted  and  elects  to 
distrilmte  all  or  any  part  of  the  net  premium  on  its  capital 
stock  to  its  stockholders,  the  amoimt  thus  distributed  shall 
be  charged  to  the  premium  account. 

For  the  purpose  of  this  classification  the  premium  realized 
on  the  sale  of  capital  stock  shall  not  be  considered  a  profit 
and  loss  item  except  upon  reacquirement  of  the  stock  sold. 

In  no  case  shall  discount  on  capital  stock  be  charged  to 
or  Included  in  any  account  as  a  part  of  the  cost  of  acquir- 
ing any  property,  tangible  or  intangible,  or  as  a  part  of  the 
cost  of  operation, 

When  stock  which  hAS  been  Issued  or  assumed  by  the  account- 
ing company  is  reacquired,  the  difference  between  the  price 
paid  and  the  par  value  of  the  stock  shall  be  credited  or 
charged  to  profit  and  loss,  as  may  be  appropriate.  Con- 
currently, the  premium  or  discount  account  for  the  particular 
issue  of  stock  reacquired  shall  be  adjusted  thru  profit  and 
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less  to  the  extent  of  the  premltm  or  discount  applicable  to 
the  shares  reacquired.     This  does  not  apply  to  the  purchase 
or  securities  solely  for  special  funds  in  which  the  account- 
ing company  carries  at  cost  instead  of  par  value  securities 

issued  or  assumed  by  itself. 

Aftceunting  for  Bond  Discoujtit  and  Premium.-  The  Uniform 
Classifieation  ©f  Accounts  provides  the  accounts  "TJnamortised 
Debt  Discount  and  Expense"  and  'Unamortized  Premium  on  Debt" 
for  the  purpose  of  recording  discount,  expense,  and  premiums 
at  the  sale  of  long-term  debt.     In  connection  with  these 
aeeoimts  the  following  definitions  and  instructions  apply: 

"By  the  torn  »dlscoairt»   is  Beant  the  excess  of  the 
par  value  of  the  securities  Issued  or  assuaed,  and  ^^^^Jf^ 
forest  thereon,  over  the  actual  cash  ralue  of  *^,«°«="«^*^°'' 
received  for  such  seeurities.     By  the  term  'premluB'  is  »eant 
iS  e«ess  of  the  actual  cash  ,alue  of  the  consideration  reoeiv- 
•Tfor  securities  issued  or  assumed  over  the  par  value  of  such 
securities  and  the  accrued  Interest  thereon. 

•By  the  tera  »expen8e'   is  want  all  expenses  ^^f^^^*^®^ 
with  the  issue  and  initial  sale  of  evidences  of  f  ^J*  f^JinJ 
fees  for  drafting  mortgageH  a«l  trust  deeds;  cost  of  printing 
bonds,  certificates  of  indebteclness.  and  o*^«"^  ^^T^'^^tie, 
paper  having  life  of  more  than  one  year;  fees  P^J^  trustees 
CtiL  u»ier  mortgages  and  trust  deeds;  fees  paid  for  legal 
;:^enrt^S  reUtlve  to  mortgage  ^«<^"i«![„f««^,J'^ 
nSStsions  paid  underwriters  and  brokers  for  marketing  such 
evidences  of  debt;  and  other  like  expense. 

•Vftfih  month  (or  other  accounting  period;  there  shall  be 
charges  trScoi:  account.   .Amortization  of  Bebt  ^i-ount  and 
IxSnse.'  a  proportion  (based  upon  the  ratio  of  such  fiscal 
!^K  to  thTr^ining  lifa  of  the  respective  securities) 
S  iShVSe  dSit  bflancos  in  these  accounts,  and  correspond- 
?Lw  thSre  rtall  be  credited  to  income  account,   'Amortization  of 
SSduiTD^S..  a  similar  proportion  of  each  of  the  credit 
balances  in  these  aoeounts. 

"When  any  long-term  debt  wldoh  has  been  actually  issued  to 
bon7?iSe^lderS  for  value  is  reacquired  by  the  «^«?°^f »«  . 
l^yT'a  proportion  of  the  teUnce  remaining  in  the  accounts 
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covering  disccmntf  expense,  and  inremiiim  on  long-term  debt  of  the 
class  of  security  reacquired  shall  be  credited  or  charged,  as 
nay  be  appropriate,  to  profit  and  Iosb.     Such  proportion  shall 
be  based  upon  the  ratio  of  the  ptir  value  of  the  security  reacquired 
to  the  par  value  of  all  the  securities  of  the  same  class  actually 
outstanding  immediately  before  such  reacquireaent.     This  does 
not  apply  to  the  purchase  of  securities  solely  for  special  funds 
in  which  the  accounting  company  (jarried  at  cost  instead  of  par 
value  securities  issued  or  assumed  by  itself. 

"Except  as  provided  in  Account  No*  355,   » Interest  during 
Construction,*  no  discount  on  long-term  debt  shall  be  charged 
to  or  included  in  any  account  as  a  part  of  the  cost  of  acquir- 
ing any  property,  tangible  or  iniljangible,  or  as  a  part  of  the 
cost  of  operation." 

State  Regulation  of  Sectirlty  Issues.-  Control  of  the  issue  of 
securities  of  public  utilities  has  not  been  placed  under  the 
jurisdiction  of  the  connalsslon  in  all  states  having  commissions 
with  regulatory  authority  over  rates,   service,  accounting, 
and  other  matters.     While  a  few  states  have  adopted  a  modified 
form  of  regulation,  the  majority  of  states  that  have  estab- 
lished control  over  such  Issues  have  adopted  practically  ab- 
solute control.     Twenty  of  the  states  have  adopted  this 
policy  and  enacted  laws  requiring  public  utilities  to  procure 
the  approval  of  the  state  commission  before  the  issue  of 
stocks,  bonds,  and  other  classes  of  security  issues* 

The  Jurisdiction  of  these  commissions  extends  to  the  Issues 
of  railroads  operating  within  the  state.     However,  the  juris- 
dletlon  over  railroad  Issues  lias  been  assumed  tjy  the  Federal 
government,  »f^f^  Congress,  by  luaencbnent  of  the  Interstate  Act 
of  1920,  gave  the  state  commerce  commission  exclusive  juris- 
diction over  the  issue  of  comraon  carriers  doing  an  interstate 
Imsiness*     Provision  was  made  that  the  state  commission  should 
receive  and  consider  any  representations  made  by  state 
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commissions,  but  may  extend  its  own  j\3dginent  as   to  the 
approval  or  disapproval  of  the   issue. 

The  issue  or  securities  is  controlled  to  some  extent  by 
corporation  laws  of  the  states  under  which  charter  powers 
are  conferred,   and  to   some  extent  by  the  pub lie -utility  acts. 
It  is  manifestly  impossible  within  the  limits   of  a  single 
volume  to  make  full  references  to  all  pertinent  features  of 
the  corporation  laws  and  of  the  public-utility  commission 
lav/s  of  all  of  the  states,    so  far  as   they  relate  to  the 
financing  of  public -service  corporations.     These  laws  are 
svibject  to  change,  and,   in  fact,  are  being  amended  in  some 
particulars  from  year  to  year..     It  is,   therefore,   advisable 
for  anyone  interested  in  this   subject  to  become  familiar  with 
the  provisions  of  law  relating;  to  security  issues  of  public- 
utility  corporations  in  the   state  or  states  in  which  the   sub- 
ject is  of  particxilar  interest  to  him. 

The  extent  of  the  authority  assumed  by  the   states  in  re- 
spect to   security  issues  and  the  purposes  for  which  such 
Issues  may  be  authorized  is  indicated  by  the  following  extract 
from  the  Illinois  Commerce  Coisimission  Act,   Section  20,  which 
is  typical  of  the  statutory  provisions  in  states  that  have 
adopted  a  policy  of  absolute  control  of  security  issues. 

Purposes   for  Wbioh  Seeuritiea  Mav  Be  Issued. 

"Subject  to  the  provisions  of  this  Act,   and  of  the  order 
of  the  cammission  issued  as  provided  in  this  Act,   a  public  utility 
may  issue  stocks  and  stock  certificates,   and  bonds,  notes,   and  other 
evidences  of  indebtedness,  payable  at  periods  of  more  than  twelve 
months  after  the  date  thereof,  for  the  following  purposes  and  no 
others,  namely:  For  the  acquisition  of  proper-ty,   or  for  the  con- 
struction, extension,  or  improveiaent  of,  or  addition  to,   its  facilities. 
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gr  for  the  discbarge  or  lawful  refunding  of  its  obligations;  or  for 
the  reimbursement  of  moneys  actusilly  expended  from  income  or  from 
other  moneys  in  the  treasury  of  the  public  utility  not  directly  or 
indirectly  secured  by  or  obtained  from  the  issue  of  stocks  or  stock 
certificates,  or  bonds,  notes,  or  other  evidence  of  indebtedness  of 
such  public  utility,  within  fire  years  next  prior  to  the  filing 
of  an  application  with  the  commission  for  the  required  authorization, 
for  any  of  the  aforesaid  purposes  except  maintenance  of  services, 
replacement  Stand  substitutions  in  cases  where  the  applicant  shall 
have  kept  its  accounts  and  vouchers  for  such  expenditures  in  such 
manner  as  to  enable  the  commission  to  ascertain  the  amount  of  moneys 
so  expended  and  the  purposes  for  which  such  expenditures  were  made, 
and  the  sources  of  the  funds  in  the  treasury  of  the  public  utility 
applied  to  such  expend itures. 

Authorization  of  Commission  Required 

"Provided,  that  such  public  utility,  in  addition  to  the  other  re- 
quiroraents  of  law,  shall  first  hixve  secured  from  the  commission  an 
order  authorizing  such  issue,  and  stating  the  amount  thereof  and  the 
purpose  or  purposes  to  which  the  issue  or  the  proceeds  thereof 
are  to  be  applied,  and  that,  in  the  opinion  of  the  commission,  the 
money,  property,  or  labor  to  be  ;Drocured  or  paid  for  by  such  issue 
is  reasonably  required  for  tiie   pi-irpose  or  purposes  specified  in  the 
order,  and  that,  except  as  othensrise  permitted  in  the  order  in  the 
case  of  notes  or  other  evidences  of  indebtedness,  such  purpose  or 
purposes  are  not,  in  whole  or  in  part,  reasonably  chargeable  to 
operating  expenses  or  to  income. 

Investiffltion  by  Commission 

"To  enable  it  to  determine  whether  it  will  issue  such  order,  the 
commission  shall  hold  a  hearing,  and  may  make  stich  add5.tional  in- 
quiry or  investigation,  and  examine  such  witnesses,  books,  papers, 
accounts,  documents,  and  contracts  and  require  the  filing  of  such 
data  as  it  may  deem  of  assistance •  The  public  utility  may  be  re- 
quired by  the  commission  to  disclose  every  interest  of  the  directors 
of  such  public  utility  in  any  transaction  under  investigation.  The 
commission  shall  havo  power  to  investigate  all  such  transactions 
and  to  inquire  into  the  good  faith  thereof,  to  examine  books,  papers, 
accounts,  documents,  and  contracts  of  public  utilities,  construction 
or  other  companies  or  firms  or  individuals  with  whom  the  public 
utility  shall  have  had  financial  transactions,  for  the  purpose  of 
enabling  it  to  verify  any  statements  furnished,  and  to  examine  into 
the  actual  value  of  property  acquired  by  or  services  rendered 
to  such  public  utility.  Before  issuing  its  order,  the  commission, 
when  it  is  deemed  necessary,  shall  make  an  adequate  physical 
valuation  of  all  property  of  the  public  utility,  but  a  valuation 
already  made  under  proper  public  supervision  may  be  adopted,  either 
in  whole  or  in  part,  at  the  discretion  of  the  commission;  and  shall 
also  examine  all  previously  authorized  or  outstanding  seciirities 
of  the  public  utility,  and  fixed  charges  attached  thereto.  A  state- 
ment of  the  results  of  such  physical  valuation,  and  a  statement  of 
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the  character  of  all  outstanding  securities,  together  with  the 
conditions  under  which  they  ai-e  held,   shall  be  included  in  the 
order.     The  connaission  laay  ret^uire  that  such  information,  or 
such  part  thereof  as  it  thinkai  proper,  shall  appear  upon  the 
stock,  stock  certificates,  borid,  note,  or  other  evidence  of 
indebtedness  authorised  by  itfii  order.     The  conmiission  may  by 
its  order  grant  penaission  for  the  isstie  of  such  stock 
certificates,  or  bonds,  notes,   or  other  eridences  of  indebted- 
ness, in  the  amount  applied  for,  or  in  a  lesser  axaount,  or 
not  at  all,  and  laay  attach  to  the  exercise  of  its  permission 
such  condition  or  conditions  as.  it  may  deem  reasonable  cuid 
necessary.     The  coxamission  may  also  require  the  public  utility 
to  compile  for  the  information  of  its  shareholders  such  facts 
in  regard  to  its  financial  transactions  in  such  form  as  the 
commission  may  direct* 

Application  of  ?unda 

"No  public  utility  shall,  irithout  the  consent  of  the  com- 
mission, apply  the  issue  of  any  stock  or  stock  certificate^ 
or  bond,  note,  or  other  eridenoe  of  indebtedness #  or  any  part 
thereof t  or  any  proceeds  thereof,  to  any  purpose  not  specified 
in  the  commission's  order  or  to  any  purpose  specified  in  the 
commission's  order  in  excess  of  the  amount  authorized  for  such 
purpose;  or  issue,  or  dispose  of  the  same  on  any  terms  less 
faTorable  than  those  spocifie^i  in  such  order,  or  a  modification 
thereof #     The  coranission  shall  hare  the  power  to  require  public 
utilities  to  account  for  the  disposition  of  the  proceeds  of  all 
sales  of  stocks  and  stock  certificates,  and  bonds,  notes,  and 
other  evidences  of  indebtedness,  in  such  form  and  detail  as  it 
may  deem  advisable,  and  to  establish  such  rules  and  regulations 
as  it  may  deem  reasonable  and  necessary  to  insure  the  disposition 
of  such  proceeds  for  the  purpose  or  purposes  specified  in  its 
order.** 

Short  TeiTn  Hotes,-  In  most  of  the  puhlic-utility  laws  of 
the  states  it  is  provided  that  companies  may  issue  notes 
matxirlng  within  one  year  from  date  without  securing  the 
approval  of  the  commission*     In  some  states  such  notes  may 
be  renewed  from  year  to  year  hut  cannot  be  re-funded  by  an 
issue  of  stock  or  bonds  or  other  evidence  of  Indebtedness 
maturing  more  than  twelve  months  from  date  without  the  con- 
sent of  the  commission* 

In  Illinois,  notes  maturing  within  twelve  months  from 
date  of  Issuance  may  be  renewed  for  an  aggregate  period  of 
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not  more  than  two  years  without  the  approval  of  the  coxmniasion; 
for  instance,  a  note  issued  to  mature  in  six  months  could 
at  the  date  of  maturity  be  renewed  for  one  yemr  or  less,  and 
at  the  second  maturity  could  be  renewed  for  one  year  or  less* 
Under  this  provision  it  ia  possible  to  issue  and  renew  short- 
term  notes  for  an  aggregate  period  of  three  years  without 
obtaining  the  approval  of  the  commission.     The  law  on  this 
subject  is  as  follows. 

••  A  public  utility  may  issue  notest  for  proper 
purposes^  and  not  in  violation  of  any  provision  of  thin 
Act  or  any  other  Act,  payable  at  periods  of  not  more 
tban  twelve  months  after  tne  date  of  issuance  of  the 
sazae^  without  the  consent  of  the  oommission,   out  no 
such  note  shall,   in  -whole  or  in  part,  be  renewed  from 
time  to  time  without  the  consent  of  the  cammission  for 
an  aggregate  period  of  longer  thaji  two  years^  or  be 
re-fUnded  by  any  issue  of  stocks  jind  stock  certificates, 
or  of  bonds,  notes  of  any  term  or  character  or  any 
other  evidence  of  indebtedness,  without  the  consent  of 
the  commissiai*'' 

Capitalization  of  Intangible  Capitals-  The  provisions  with 

respect  to  the  capitalization  of  franchises  in  the  various 

states  are  in  substantial  agreement  with  the  rtiles  embodied 

in  the  National  Commissioners »   Classification  of  Accounts 

and  which  are  included  in  the  Illinois  law  in  the  following 

language: 

The  coomission  shall  have  no  power  to  authorize 
the  capitalization  of  the  right  to  be  a  corporation,  or 
to  aaithorize  the  capitalization  of  any  franchise,  li- 
cense, or  permit  ^ftiatsoever,  or  the  right  to  own,  operate, 
or  enjoy  any  such  francise,  license,  or  permit  in 
exoeas  of  -ttxe  amount  (exclusive  of  any  tax  or  annual 
charge)  actually  paid  to  the  state  or  to  a  political 
subdivision  thereof  as  the  consideration  for  the  granj; 
of  such  franchise,  license,  permit,  or  right,  nor  shall 
any  contract  for  consolidation  or  lease  be  capitalized, 
nor  shall  any  public  utili-ty  hereafter  issue  any  bonds, 
notes,  or  other  evidences  of  indebtedness  against  or  as 
a  lien  upon  any  contraot  for  consolidation  or  aerger." 
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With  respect  to  the   capitalization  of   organization  ex- 
pense,  the   statutes  are  not  usually  as  explicit  in  defining 
the  expenditures  incident   to  organization  of  public  utilities 
which  may  be  capitalized.     The  definition  of  this  class  of 
expense  accepted  in  most  of  the  states  is  found  in  the  Uniform 
Classifiction  of  Accounts  approved  by  the  National  Association 
of  Railway  and  Utility  Commissioners,  being  included  in  the 
text  of  account,   ''Organization,"  in  the  fixed-capital  accounts, 
and  which  reads  as  follows: 

"This  account  shall  include  all  fees  paid  to  govern- 
ments for  the  privilege  of  incorporation  and  all  office 
and  other  expenditures   incident  to  organizing  the  corpo- 
ration or  other  enterprise  and  pitting  it  into  readiness 
to  do  business.     This  covers  cost  of  prepsiring  and  dis- 
tributing prospectuses,   cost  of  soliciting  subscriptions 
for  stock  (but  not  for  loans  or  for  the  purchase  of  bonds 
or  other  evidence  of  indebtedness),   cash  fees  paid  to 
promoters,   and  the  actual  cash  value  at  the  time  of  organ- 
ization of  securities  paid  to  promoters  for  their  serv- 
ices in  organizing  the  enterprise,   counsel  fees,   cost  of 
preparing  and  issuing  certificates  of  stock,   and  cost  of 
procuring  certificates  of  necessity  from  state  authorities, 
and  other   like  costs;   also  costs  incident  to  preparing 
and  filing  certificates  of  authorization  of  increase  of 
capital  stock  and  to  the  negotiation  and  issue  of  stock 
thereunder,   and  of  preparing  and  filing  certificates  of 
amendment  of  articles  of  incorporation.     This  account 
should  not  include  any  discount  on  stocks  or  other  se- 
curities issued,   not  should  it  include  any  costs  inci- 
dent to  negotiating  loans  or  selling  bonds  or  other  evi- 
dences of  indebtedness," 

Note  —  Cost  of  preparing  and  filing  papers  in  con- 
nection with  the  extension  of  the  term  of  incorporation 
or  with  reincorporation  consequent  upon  reorganization 
should  be  charged  to  Account  No.   931,   "Law  Expense,"   or 
by  companies  in  Class  C  or  Class  D,  to  the  account  of 
which  "Law  Expenses"   is  a  subdivision. 

Commission  May  Make  Valuation  of  Property.-  The  commission 

is  authorized  to  make  a  \raluation  of  the  property  of  public 

utilities  in  connection  with  proposed  issue  of  securities  in 

eases  where   the  commission  deems  this  action  necessary.     The 
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commission  is  also  given  very  j^ull  power  6f  investigation 
thru  the  examination  of  witnesses,  books,  papers,  accoimts, 
and  contracts,  and  authority  to  inquire  into  all  transac- 
tions which  the  company  may  have  with  individuals,  public 
utilities,  construction  or  other  companies,  with  whom  the 
utility  shall  have  had  financial  transactions.   This  full 
power  of  investigation  enables  the  commission  to  obtain 
sufficient  information,  so  that  a  complete  valuation  is  not 
required  in  as  many  cases  as  it  would  be  if  its  power  of 
investigation  were  less  comprehensive. 

The  authority  to  make  an  adequate  valuation  of  the  prop- 
erty is  broad  enough  to  give  the  commission  power  to  make  a 
valuation  of  the  entire  property  of  a  utility,  including 
that  already  owned,  as  well  as  the  property  that  the  appli- 
cant  proposes  to  acquire.  However,  complete  valiiations  are 
rarely  made  in  cases  where  it  is  proposed  to  issue  secxiri- 
ties  to  provide  only  for  the  actual  cost  of  additions, 
improvements,  and  extensions.  Generally,  the  property  to 
be  acquired  and  the  construction  v/ork  to  be  paid  for  out  of 
the  proceeds  of  nev/  secvirities  are  considered  to  be  worth 
their  cost. 

In  the  case  of  the  acquisition  of  property  under  circum- 
stances in  which  the  value  cannot  readily  be  gauged  by  known 
facts  as  to  current  labor  and  commodity  prices,  an  appraisal 
is  necessary.   Instances  of  this  kind  are  fotmd  in  the  ac- 
quisition of  lands,  flowage  rights,  and  other  property  or 
rights  in  property  incident  to  the  establishment  of  a  water- 
power  development. 
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Purchase  of  a  Plant  In  Operation.  -  The  purchase  by  a  pub- 
lic-utility company  of  a  plant  already  in  operation  requires 
the  approval  of  the  commission,  both  as  to  the  transfer  of 
the  property  and  the  issue  of  securities  to  pay  for  it.  The 
considerations  involved  in  tne  question  as  to  whether  the 
transfer  of  the  property  should  be  approved,  are  mainly 
matters  of  public  policy  relating  to  the  questions  as  to 
whether  the  public  necessity  and  convenience  will  be  served 
better  or  not  so  well  by  the  change  of  management.  The 
amount  of  the  issue  of  securities  to  be  authorized  if  the 
transfer  is  made  depends  upon  the  value  of  the  property. 
A  physical  valuation  is  required  when  there  exists  no 
reliable  data  indicating  the  present  value  of  the  property. 
It  frequently  happens,  however,  that  a  valuation  previous- 
ly made  can  be  used  by  making  such  adjustments  as  required  to 
give  effect  to  changes  that  have  taken  place  since  such  valu- 
ation was  made.  If  the  valuation  was  made  for  some  other 
purpose,  it  may  be  modified,  if  necessary,  for  purposes  of 

capitalization. 

In  addition  to  the  question  of  structural  or  physical  value 
of  property  to  be  acquired  thru  the  purchase  of  another  public 
utility  plant,  business  considerations  sometimes  enter  into 
the  determination  of  the  value  of  property.  A  property  or 
a  certain  unit  of  property  for  operating  purposes  may  be 
worth  more  to  one  company  than  to  another  because  of  stra- 
tegic location,  the  ability  of  the  purchaser  to  operate  it 
more  economically,  or  other  similar  considerations. 


252 


Vlfhen  stock  is  issued  directly  in  exchange  for  property, 
usually  a  valuation  of  such  property  is  desirable,  "because 
property  acquired  in  this  way  is  generally  not  in  the  form 
of  materials  or  property  having  a  known  market  value,  but 
a  composite  property  or  group  of  properties  with  respect  to 
which  there  is  no  available  record  by  which  to  measure  the 
value  • 

Values  for  Capitalization  Not  Same  as  for  Other  Purposes >- 
A  distinction  is  recognized  in  Illinois  and  in  many  other 
jurisdictions  as  between  value  for  capitalization,  purchase 
and  sale,  and  value  for  rate-making  and  other  purposes. 

Value  for  capitalization  and  value  for  purchase  and  sale 
are  in  general  approximately  the  same,  but  a  distinction  is 
made  in  certain  cases  in  which  the  commission  approved  the 
purchase  of  utility  property  at  a  price  greater  than  it 
would  permit  to  be  permanently  capitalized •  In  such  cases 
it  required  the  amortization,  tJiru  charges  to  income  or 
profit  and  loss,  of  the  amount  that  was  regarded  as  being 
in  excess  of  the  amount  that  should  be  capitalized • 

The  amount  of  expenditures  for  property  against  which 
the  issue  of  securities  is  permitted  is  not  controlling  when 
the  question  of  value  for  rate-making  purposes  with  respect 
to  such  property  is  under  consideration.  In  Section  26  of  the 
Illinois  Commerce  Commission  law  it  is  specifically  provided 
that  no  provision  of  the  Act,  or  anything  done  by  the  com- 
mission, shall  be  construed  to  imply  any  validation  or 
approval  by  the  state  of  past  issues,  nor  that  past  or 
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ftiture  or  past  and  future  issues  represent  actual  value  of 
property  owned  or  to  be  onmed  by  a  public  utility  or  the 
value  of  such  property  foj?  rate-makinK  purposes » 

At  first  thought  it  seems  inconsistent  that  the  com- 
mission should  approve  certain  actual  expenditures  for  the 
specific  property  and  permit  the  issue  of  stock  and  bonds 
thereon  and  yet  not  accept  the  same  amount  as  a  basis  for 
rates.  For,  if  any  company  is  permitted  to  issue  and  sell 
to  the  public  its  stocks  and  bonds  to  acquire  certain  prop- 
erty for  use  in  the  public  service,  should  it  not  be  allowed 
to  earn  its  interest  and  dividends  on  the  same  value,  and 
must  not  this  be  done  if  the  credit  of  the  company  is  to  be 
maintained?  There  is  merit  in  these  considerations,  but  a 
little  reflection  and  study  of  other  factors  will  show  that 
they  are  not  controlling.  Some  of  the  reasons  why  they  are 
not  may  be  stated  in  the  following: 

!•  Capitalization  is  based  on  actual  cost  at  the  time 
incurred,  which  is  generally  referred  to  in  rate  proceedings 

as  "orginal  cost," 

Rate  valuation  oust  give  consideration  to  "what  it  would 
cost  to  reproduce  the  property  at  date  of  valuation,  oominonly 
known  as  "reproduction  cost."  Such  consideration  is  required 
under  rulings  of  the  U.  S.  Supreme  Court. 

When  proper-ty  has  been  in  service  for  some  years  these 
two  bases  may  differ,  both  because  of  change  in  price  levels 
and  because  of  depreciation* 

2*  Going  value  is  given  consideration  in  rate  casesf 
but  it  is  not  subject  to  capitalization  under  the  uniform 
accounting  classifications  or  under  laws  limiting  capitaliza- 
tion to  actual  expenditures  for  specified  property. 

3*  Rate  value  may  Include  property  donated  or  held  under 
lease^  altho  such  property  is  not  subject  to  capitalization. 
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Investigation  of  Accounting  for*  Replacements >  -  yrtien   an 
application  is  made  to  the  commission  for  authority  to  issue 
securities  for  the  acquisition  of  property  which  takes  the 
place,  in  whole  or  in  part,  of  other  property,  careful 
attention  is  given  to  the  accoxxnting  with  respect  to  the 
retired  property.  It  is  unlawful  for  a  company  to  issue 
new  securities  to  provide  for  replacements  and  substitutions. 
This  does  not,  however,  bar  the  capitalization  of  such  part 
of  a  replacement  as  may  be  in  excess  of  the  original  cost  of 
the  property  replaced.  Where  the  accounting  has  been  carried 
out  in  accordance  with  the  rules  prescribed  in  the  Uniform 
Classification  of  Accounts,  the  increase  in  the  fixed-capital 
aocoixnts  represents  the  net  additions  to  property;  that  is, 
the  cost  of  the  new  property  less  the  original  cost  of  that 
which  is  retired,  and  the  amount  of  such  net  additions  is, 
therefore,  the  amount  for  which  new  securities  can  be  author- 
ized. 

In  some  cases  the  investigation  must  go  beyond  the  actual 
accounting  to  ascertain  whether  old  structiu»es  and  equipment 
no  longer  fit  for  operation  are  allowed  tO  remain  on  hand 
without  the  fact  of  their  disuse  having  been  reflected  in  the 
books  by  writing  them  out  of  fixed-capital  accounts. 

Capitalization  in  Case  of  Merger  or  Consolidation,  -  The 
foregoing  discussions  relate  to  property  acquired  by  a  public- 
utility  corporation  by  purchase.  Where  property  is  acquired 
by  corporate  merger  or  consolidation,  there  is  a  difference, 
not  only  in  the  legal  processes  by  which  the  property  Is  ac- 
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quired,  'tat  there  are  diffej^enoes  In  the  method  by  whleh  the 
▼aluation  laay  be  established.     The  provisions  of  the  Illinois 
law  with  respect  to  the  jtu?lsdiction  of  the  commission  In 
case  of  merger  or  consolidation  is  as  follows: 

"The  capitalisation  of  a  piblic  utility  fonnad  by  a 
aerger  or  consolidation  of  two  or  more  corpomtions  shall 
be  subject  to  the  approral  of  the  eoBiiiission»  but  in  no 
erent  shall  the  conBiisslon  approve  a  oapitallzation  ex- 
ceeding the  sua  of  the  capital  stock  of  the  corporations 
so  consolidated,  at  the  par  v^ailue  thereof,  and  any  addi- 
tional sun  actually  paid  in  c^eish  for  laproreniftnts ;  nor 
shall  any  contract  for  consolidation  or  lease  be  capital- 
ized in  the  stock  of  any  corporation  whatever;  nor  shall 
any  corporation  hereafter  issue  any  bonds  against  or  as  a 
lien  upon  any  contract  for  consolidation  of  merger  •     In 
any  reorganixation  of  a  public  utility,  resulting  froB 
forced  sale,  or  in  any  other  manner,  the  amount  of  capital- 
ization, including  therein  all  stocks  and  stock  certificates 
and  bonds,  notes  and  other  evidences  of  indebtedness,  shall 
be  such  as  is  authoriaed  by  the  conmission,  which,  in  making 
its  determination,  shall  not  exceed  the  fair  value  of  the 
property  involved. 

Before  applying  to  the  coimnlssion  for  authority  to  issue 
its  securities  in  connection  with  a  merger  or  consolidation, 
the  provisions  of  the  general  corporation  act  of  the  state  must 
be  complied  with  by  the  applicant.     This  act  prescribes  the 
method  by  which  corporations  may  be  merged.     Briefly  stated, 
the  procedure  Is  as  follows: 

The  directors  of  each  corporation  which  desires  to  merge 
shall  pass  an  identical  resolution,  prescribing  the  terms 
and  conditions  of  the  merger,  the  mode  of  carrying  it  into 
effect,  converting  the  shares  of  stock,  and  other  details. 
Such  resolution  must  be  voted  upon  by  the  stockholders,   and 
if  two-thirds  vote  in  favor  of  it  the  merger  is  authorized. 
A  statement  showing  the  action  taken  and  a  copy  of  the 
resolution  is  then  filed  with  the  secretary  of  state. 
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IS  tlie  secretary  of  state  finds  tliat  saich  statement,  with 
the  acooEipanying  papers,   is  in  comformity  with  law,  he  files 
the  papers  and  issues  a  certificate  of  merger  or  consolida- 
tion.    "The  merger  or  consolidation  is  then  effective,  and 
the  merged  or  consolidated  corporations  are  a  single  corpo- 
ration<     following  are  the  principal  provisions  of  the 
statute  regarding  rights,   duties,   assets,   liabilities,   and 
issue  of  Becurities  of  the   corporation  so  formed • 

"Sucb  single  corporations  shall  thereupon  and  thereafter 
possess  all  the  rights,   privileges,   immunities,  powsrs,   and 
franchisee,  as  well  of  a  public  as   a  private  nature,   and  all 
property,  re^lj   personal,   and  mixed,   and  all  debts  due  on 
^whatever  aocount,   as  well  as  for  stock  subscriptions  and  all 
other  things  in  action,   of,   or  belonging  to,  each  of  such 
corporations,   and  be  subject  to  all  the  restrictions,   lia- 
bilities,  and  duties  of  each  of  si;  oh  corporations   so  merged 
or  consolidated. 

"All  rights  of  creditors  and  all  liens  upon  the  property  of 
either  of  such  merging  or  consolidating  corporations  shall 
be  preserved  unicipaired,   and  all  debts,   liabilites,   and  duties 
of  the  respective  corporations  shall  henceforth  attach  to  such 
single  corporation,   and  may  be  enforced  against  it  to  the  same 
extent  as  if  such  debts,   liabilities,   and  duties  had  been  in- 
curred or  contracted  by  it.     Any  action  or  proceeding  pending 
by  or  against  one  of  the  corporations  merged  or  consolidated 
may  be  prosecuted  to  judgment  as  if  suo?i  merger  or  consoli- 
dation had  not  taken  place,   or  the  merged  or  consolidated 
■corporation  may  be  substituted  in  its  place. 

"when  two  or  more  corporations  are  merged  or  consolidated, 
the  single  corporation  shall  have  power  and  authority  to  issue 
bonds,   or  other  obligations,  negotiable  or  otherwise,   and  with 
or  without  coupons  or  interest  certificates  attached,   to  an 
arrount  sufficient,  with  its  capital  stock,  to  provide  for  all 
the  payments  it  will  be  required  to  make,   or  obligations   it 
will  be  required  to  assume,   in  order  either  to  effect  such 
merger  or  consolidation  or  tiaereafter  to  conduct  its  business* 
To  seovire  the  payments  of  such  bonds  and  obligations,  it  shall 
be  lawful  to  issue  shares  of  stoolc  to  such  an  amount  as  may 
be  lawful  to  mortgage  its  corporate  franchises,  rights,  privi- 
leges, and  property-real,  personal,  and  mixed-and  it  shall  be 
necessary  to  the  stockholders  of  auch  constituent  corporations 
in  exchange  or  payment  for  the  original  shares,   in  the  manner 
and  on  the  terms  specified  in  the  resolutions  of  merger  or 
consolidation* 
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Securities  Issued  for  Worldng  Capital,  -  The  statute  above 
quoted  does  not  specifically  mention  tlie  acquisition  of 
working  capital  as  one  of  the  purposes  for  which  securities 
may  be  issued.  The  commission,  however,  construes  the  law 
as  permitting  the  issue  of  securities  for  this  purpose.  It 
recognises  that  working  capital  represents  property  actually 
used,  and  as  necessary  to  the  business  as  the  capital  repre- 
sented in  any  other  kind  of  property.  A  stock  of  materials 
must  be  kept  on  hand,  insurance  and  certain  other  classes 
of  expense  must  be  paid  in  advance,  and  pay  rolls  must  be 
met  promptly,  all  of  which  requires  the  use  of  a  considerable 

amount  of  capital. 

Many  of  the  conpanies  that  have  grown  from  small  beginnings 
have  accumulated  from  operation  the  greater  part  of  the  work- 
ing capital  used  and,  therefore,  have  not  issued  stocks  or 
bonds  for  this  purpose.  This  is  a  conservative  policy,  and 
one  which  it  is  often  wise  to  pursue,  but  it  is  not  practi- 
cable in  all  oases.  Where  conditions  warrant  the  issue  of 
securities  for  such  porposes,  there  is  no  good  reason  for 
the  state  prohibiting  such  action. 

r.«pitall2ation  of  Interest  H.,r.^Tiff  Construction.-  The 
determination  of  the  amount  of  Interest  that  may  be  properly 
capitalized  often  presents  difficulty.  It  is  generally 
recognized  as  correct  to  ctarge  to  construction  interest  on 
the  capital  used  for  constinxction  purposes  until  the  property 
18  ready  for  operation.  The  rule  contained  in  the  TJniform 
Classification  of  Accounts  with  reference  to  the  inclusion 
of  interest  charges  in  fixed-capital  account  is  as  follows: 
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"Vfhen  any  bonds,  notes ,  or  other  evidences  of  in- 
debtedness are  sold,  or  any  interest-bearing  debt  is 
incurred,  for  acquisition  or  construction  of  plant  and 
equipraent,  the  interest  accruing  on  the  part  of  the 
debt  representing  cost  of  property  chargeable  to  fixed- 
capital  accounts  (less  interest,  if  any,  allowed  on 
unexpended  balances  )  after  such  fund  becomes  available 
for  use  and  before  the  receipt  or  the  completion  or 
coming  into  service  of  the  property  so  acquired,  shall 
be  included  in  this  accounts 

m 

'*When  such  securities  are  sold  at  a  premium,  the 
proportion  of  such  premium  assignable  to  the  time  be- 
tireen  date  of  the  actual  issuance  of  the  seciirities  and 
the  time  v/hen  the  property  acquired  or  the  improvement 
made  becomes  available  for  service,  shall  be  credited  to 
this  account* 

"This  account  shall  incluiie  also  such  proportion  of 
the  discount  and  expense  on  long-term  debt  issued  for 
construction  purposes  as  is  equitably  assigned  to  the 
period  between  the  date  of  the  actual  isstiance  of  the 
securities  and  the  time  when  the  property  acquired  or 
the  improvement  made  becomes  available  for  the  service 
for  which  it  is  intended.  Tine  proportion  of  discount 
and  expense  thus  chargeable  ishall  be  determined  by  the 
ratio  between  the  period  prior  to  the  completion  or 
coming  into  service  of  the  facilities  or  improvements 
acquired  or  constructed  and  the  period  of  the  entire 
life  of  tlie  securities  issued* 

**ThiB  account  shall  also  include  reasonable  charges 
for  interest  during  the  construction  period  on  the  ac- 
counting  company •&  own  ftinds  used  temporarily  during 
such  period  for  construction  purposes* 

"If  any  securities  issued  or  assiimed  by  the  acoount- 
ing  company  are  sold  or  exchanged  by  or  for  that 
company  for  a  consideration,  the  actual  money  value 
of  -nhich  at  the  time  of  such  sale  or  exchange  is  less 
than  the  value  of  the  securities  at  par  and  the  aceraed 
interest  thereon,  if  any,  the  difference  betisneen  the 
money  value  of  the  cons  iderai: ion  received  and  the 
par  value  of  the  Bec\u*ities,  plus  the  accrued  inter- 
est,  shall  be  deemed  discount,  and  in  no  case  (except 
as  provided  in  the  third  paragraph  of  this  account; 
shall  discount  be  included  a»  part  of  the  cost  of 
anything  charged  in  any  fixecl-capital  or  investment 
account  prescribed  in  this  classification*" 

As  a  general  mile,  no  special  difficulties  arise  in 
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conneotion  with  the  inclusion  of  charges  of  this  character 
in  the  statement  of  capital  expenditures,  for  the  payment 
of  which  stocks  or  bonds  are  issued.  In  some  cases,  however, 
it  presents  a  question  of  some  importanoe^ 

The  nature  of  some  of  the  questions  that  arise  may  be 
indicated  by  referring  to  a  particular  situation  where  a 
company  constructing  a  large  water-power  plant  for  elec- 
trical-utility purposes  installed  at  the  time  of  the 
original  construction  the  foundations  for  a  plant  of  double 
the  generating  capacity  that  was  actually  provided.  This 
was  done  on  the  theory  that  it  was  more  economical  to  do 
this  construction  work  at  that  time.  Ten  years  have  now 
passed  and  the  foundations  have  not  been  used.  Considerable 
discussion  was  had  with  the  state  commission  as  to  how  much 
of  the  interest  charges  on  this  idle  investment  should  be 
capitalized.  The  result  of  the  discussion  was  that  capital- 
ization was  permitted  of  interest  charges  for  approximately 

three  years » 

Similar  questions  often  arise  in  connection  with  the  pur- 
chase of  real  estate  in  advance  of  the  necessity  for  its 
use*  The  solution  of  such  questions  depends  largely  upon 
the  application  of  a  reasonable  judgment  to  the  circum- 
stances in  each  case.  There  should  be  no  hesitancy  about 
capitalizing  such  costs  so  far  as  they  finally  result  in 
actual  economies  in  the  matter  of  capital  costs.  When  they 
do  not  produce  this  result,  but  prove  to  have  been  an  error 
of  judgment,  the  disposition  of  the  matter  is  not  to  be  made 
by  some  predetermined  rule,  bat  should  be  dictated  by  a 
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ppoper  consideration  of  all  factors  involved  in  the  situation. 

M.r.t^s.ae   Bonds.-  Altho  plain  bonds,  debenture  bonds, 
collateral  trust  bonds.  Income  bonds,  real  estate  mortgages, 
and  some  other  forms  of  securities  are  not  infrequently 
issued  by  public  utilities,  the  greater  part  of  the  loan 
capital  used  by  operating  public  utilities  is  obtained  from 
the  issue  of  bonds  secured  by  a  mortgage  on  physical  property. 
Bonds  so  secured  differ  greatly  as  to  their  actual  security. 
This  difference  may  be  due  to  a  difference  in  the  ratio  of 
bonds  to  actual  value  of  the  property  mortgaged,  or  it  may 
be  due  to  many  other  factors.  Two  bonds  of  the  same  series 
issued  under  the  same  mortgage  tave  equal  claim  on  the  prop- 
erty and  income,  but  two  bonds  of  different  companies  may 
each  have  exactly  the  same  amount  of  physical  property  value 
behind  them,  but  if  the  business  of  one  company  is  more 
stable  and  its  prospects  of  uninterruptedly  earning  its 
interest  charges  are  better,  the  actual  security  behind  the 
bond  is  proportionately  greater.  It  is  not  practicable  to 
attempt  a  general  classification  of  bonds  with  reference  to 

their  actual  security. 

The  title  of  a  bond  does  not  always  indicate  its  priority 
of  lien  or  the  extent  to  which  there  may  be  liens  against 
the  property  ranking  ahead  of  it  in  their  claims  on  the  prop- 
erty.  Generally,  bonds  having  first  claim  on  the  property 
and  Income  are  designated  »fir«t-mortgage  bonds."  Those 
having  a  clato  which  cannot  be  satisfied  until  the  claims  of 
bondholders  under  another  mortgage  are  satisfied  are  second. 
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third,  or  foiirth  mortgage  bonds.  However,  companies  usiially 
avoid  using  the  terms  "second,"  "third,"  or  "fourth"  in  re- 
ferring to  bonds,  but  adopt  some  title  less  suggestive  of 
the  fact  that  there  are  other  bonds  ranking  ahead  of  them. 
Some  of  the  titles  commonly  used  are  "first  and  re-funding 
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mortgage  bonds,"  "consolidated  mortgage  bonds,"  "general 


mortgage  bonds,"  "improvement  and  re-ftmding  mortgage  bonds," 
"extension  and  re-funding;  mortgage  bonds,"  and  other  titles 
containing  various  descriptive  or  qualifying  terms • 

The  term  "first  and  re-funding"  usually  implies  that  the 
mortgage  is  a  first  mortgage  on  certain  property  but  will 
not  be  a  first  mortgage  on  all  of  the  property  until  out- 
standing bonds  having  a  prior  lien  have  been  re-funded* 
Such  mortgages  usually  provide  specifically  for  issuing 
thereunder  bonds  sufficient  to  retire  the  outstanding  bonds. 
The  bonds  having  a  prior  lien  may  be  retired  before  their 
maturity  if  they  can  be  retired  on  satisfactory  terms,  but 
this  cannot  always  be  accomplished. 

Mortgage  or  Deed  of  Trust,-  The  mortgage  securing  a  bond 
issue  is  a  contract  conveying  specific  property  to  a  third 
party  designated  as  "trustee"  who  holds  the  title  to  the 
property  in  trust  for  the  purpose  of  insuring  payment  of  the 
bonds •  As  such  mortgages  create  a  trust  relationship  they 
are  frequently  called  "ti^ust  deeds,"  "deeds  of  trust,"  or 
"trust  mortgages."  The  mortgagor  retains  full  possession 
of  the  property  unless  and  until  default  is  made  as  to 
compliance  with  the  provisions  of  the  mortgage.  Upon 
discharge  of  the  obligations  which  the  mortgage  was 
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created  to  secure,  legal  title  is  again  vested  in  the 
mortgagor  company. 

Altho  each  bond  issued  under  the  mortgage  constitutes  an 
agreement  in  itself  the  bond  is  also  incl-uded  in  the  mortgage. 
The  mortgage  describes  in  detail  the  property  given  as  se- 
curity for  the  bonds,  defines  the  company's  responsibility 
with  reference  to  maintenance  of  the  property  in  good 
condition,  free  from  other  liens  that  might  attach  to  the 
property  by  operation  of  lav/,  and  it  also  provides  the  method 
of  procedure  in  case  of  failure  of  the  r.ortgagor  to  comply 
with  the  terras  of  the  mortgage. 

Provisions  for  Fortifying  Security  of  Bonds.  -  Mortgages 
usually  contain  specific  provisions  intended  to  insure  the 
maintenance  of  adequate  security  for  the  payment  of  the  bonds 
and  the  interest  thereon.  Some  of  these  provisions  are  aimed 
at  preserving  the  property  values  by  providing  for  maintenance 
and  depreciation  or  additions  to  property  out  of  earnings,  while 
others  provide  for  a  gradual  reduction  of  the  debt.  In  other 
cases  provisions  are  made  for  preserving  the  relationship 
between  physical  values  and  bonds  by  limiting  future  issues 
of  the  bonds  to  a  percentage,  usually  about  75  or  80  per  cent, 
of  che  money  expended  for  additional  property • 

Another  restriction  frequently  imposed  is  to  forbid  the 
issue  of  additional  bonds  at  any  time  when  the  net  earnings 
do  not  bear  a  certain  ratio  to  the  amount  required  to  pay 
interest  on  the  outstanding  bonds.  Tlie  ratio  required 
uaiially  varies  from  one  and  one-half  times  to  two  times  the 
interest  charges. 
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In  the  followlEtg  swnnary  are  emamerated  the  methoaB  most 
frequently  used  far  the  purpose  of  laaintaining  or  fortlf'ying 
the  security  of  ffiortgage  honiis* 

!•  R«d$;jction  of  ^^bt  'thru  slnkirif-fund  op9r&ti<in^ 

^»  Heduetion  of  de^  :^y  serial  nja-fcurities* 

Zm  Ibsu©  of  additioTtal  bondit  llMt^sd  to  a  ^specified 
perci^jritage  of  capital  exiiendltur^^ 

4*  Issue  .of  additlo©fi.l  Monde  limited  fcyi^atio  of  net 
eamixigs  to  interert  charges* 

5«  Reqtiire«rent  as  to  ftitounts  to  be  erpet^ed  for  aiain- 
tenance  and  dopreeiati©n» 

6«  (Kxararxty  ^f  bonds  by  a«&ther  corporatl*Mi  or  IndiTidutt* 

?♦  Provit&lon  that  bonds  «ih«ill  not  be  Issued  beyond  the  pcriLnt 
where  totsZ  outstanding  ^onds  bear  a  e^E^rbain  relation  ^o 
the  capital  stocks 

8*  Limitation  cof  the  amount  a^  additional  b©ndj5  to  be  issued 
during-a  specified  peri^. 

Is  Other  Industries  a  proving.! on  much  ust^  requires  that 
Boiae  sjpeeified  ratit)  be  maintained  between  quick  assets  i^nd 
current  liabilities,  but  this  provision  has  not  been  exter^sive- 
ly  used  by  public  utilities. 

Accounting  for  Sinking  Funds.-*  !The  accounts  iieeded  for 
recording  the  operations  of  sinking  funds  as  provided  in  the 
Unifona  Classification  of  Accounts  o£  the  National  Associa- 
tion of  Conmissioners  are  as  follows:  i 

Ho.  123,     Sinking  Pands"  (balance-sheet  account):     To 
include  cash  and  other  assets  actually  set  aside 
and  held  for  purposes  provided  for  in  Account  254. 


Ho. 


254,  "Sinking-Pund  Reserves*'  (balance«»eh©et  a.coount): 
Represents  the  accumilated  reserve  for  retire- 
ment of  outstanding  obligations;  to  be  credited      | 
with  all  ajaounts  charged  to  Accounts  441  and  502    ' 
for  this  purpose. 


to 
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H^.  426,   "Inoome  from  Special  Punds"   (income  atatemant): 
To  be  charged  with  all  appropriations  of  income 
irtiich  are  credited  to  Account  264  and  reserved  for 
»inking-f*und  purposes. 

No#  502,  "Appropriations  to  Reserves"  (profit  and  loss 
account):  To  be  charged  wiith  all  amounts  appropri- 
ated from  surplus  for  sinking-fund  reserves*  / 

UTaara  the  mortgage   or  trust  deed  requires   that  earnings 
from  the   sinking  fund  shall  fee  added  to  the   ftin^,   the  clas- 
sifications  of  accounts  provide   for   the   following  entries : 
Account  123;,   "Sinking  Funds^    (balance-sheet  asset  account) 
shall  be  charged  and  Account  4£5,    "Income  from  Special  ': 

Punds"   (in  the   income    statement)   shall  be   credited  with  the 
amount  of  the   earnings   for  which  a  corresponding  amount  of 
assets   have   been  placed  in  such  fund„      Concarrently,  Account 
441,   "Sinking -Fund  Appropriations"   (in  the   income  statement) 
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shall  be  charged  and  Account  £64,  "Sinking  Fund  Reserves 
(balance-sheet  reserve  account)  shall  be  credited  with  a 
like  amount ♦ 

Where  bonds  of  the  company's  own  issue  are   purchased 
with  moneys  belonging  to  the    sinking  fund  and  the  mortgage 
requires  that  they  be   held  alive,   they  are   carried  in  the 
sinking  fund  at  their  cost. 

When  the  sinking  ftind  has  accomplished  its  purpose,   the 
accounting  therefore,  as  prescribed   in  Account  £54,   referred 
to  above,   is  as  follows: 

• 

"when  the  debt  which  the  slaking  fund  is  created 
to  redeem  matures  and  the  fund  has  accomplished 
its  purpose,  the  balance  in   the  reserve  shall  be 
charged  to  this  account  and  credited  to  profit  and 
loss.  If  the  mortgage  or  other  obligation  permits. 
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the  par  value  of  bonds  or  other  evidences  of  indebt- 
edness issued  or  assumed  by  the  accounting  company 
which  are  reacquired  thru  the  operations  of  sink- 
ing fund,  may  be  cliarged  to  this  account  and  credited 
to  profit  and  loss  when  and  as  such  bonds  or  other 
evidences  of  indebtedness  are  acquired." 

Operation  of  Sinking  Fund.-  The  usual  operation  of  the 
sinking  fund  requires  the  company  to  pay  to. the  trustee 
under  the  mortgage  a  fixed  amount  each  year,  or  an  amount 
calculated  by  some  method  provided  In  the  mortgage.  The 
trustee  applies  the  money  to  the  purchase  of  the  bonds  for 
which  the  fund  Is  created,  at  a  price  not  exceeding  a 
certain  price  stipulated  In  the  mortgage,  or  If  bonds  are 
not  offered  for  sale  at  or  below  such  price,  the  trustee 
may  draw  "by  lot  for  redemption  the  number  of  bonds  desired 
at  the  price  at  which  redeemable,  as  provided  In  the  mort- 
gage. Some  mortgages  require  that  Interest  be  paid  Into 
the  sinking  fund  on  bonds  redeemed  and  carried  In  the  fund 
assets,  at  the  same  rate  as  the  Interest  paid  on  the  bonds 
to  the  holder  thereof  before  redemption. 

The  administration  of  the  sinking  fund  may  be  left  to 
the  corporation  or  may  be  placed  In  the  hands  of  a  trustee. 
The  administration  by  a  trustee  appears  to  offer  some  ad- 
vantages In  the  Increased  confidence  of  the  Investor  and  In 
removing  from  the  management  the  opportunity  for  manipulation 
of  the  fund* 

The  use  of  the  reserve  presents  a  further  question.  The 
fund  may  be  used  to  purchase  the  securities  for  the  reduction 
of  which  it  was  created,  or  it  may  be  invested  in  other  bonds 
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or  property.   It  is  not  an  unusual  practice  temporarily  to 
Invest  the  funds  in  additions  and  betterments  to  the 
company *s  oxm   property.  The  plan  of  Investing  the  sinking 
fund  in  additions  and  betterments  tends  to  enhance  the  se- 
curity back  of  the  bonds  and  it  should  produce  a  higher 
rate  of  interest  or  return  than  is  usually  obtainable  thru 
other  kinds  of  investment  offering  the  same  degree  of  se- 
curity. 

The  use  of  sinking-fund  bonds  for  public-utility  financing 
is  becoming  less  common,  as  the  industry  becomes  more  fiim- 
ly  established,  investors,  recognizing  the  peinnanency  of 
the  business  and  its  economic  importance,  do  not  demand  the 
extra  protection  supposed  to  be  afforded  by  a  sinking  fund. 
Companies  likewise  have  realized  the  disadvantage  of  piece- 
meal financing  which  the  sinking  fund  practically  enforces. 
Another  very  important  reason  for  the  discontinuance  of  the 
use  of  sinking-fund  bonds  is  that  the  operation  of  a  sink- 
ing fund  creates  a  condition  inconsistent  with  the  accepted 
policies  of  regulation.  Rates  for  service  as  fixed  by  pub- 
lic-service commissions  are  presumed  to  allow  no  more  than 
a  reasonable  return  on  the  fair  value  of  the  property.  If 
this  value  corresponds  approximately  with  the  amount  of  se- 
curities issued,  the  ea3?nings  will  only  provide  for  interest 
and  dividends,  with  possibly  a  small  margin  for  surplus,  but 
not  any  additional  amounts  sufficient  to  pay  off  indebted- 
ness Incurred  for  capital  purposes.  It  is  net  considered 
reasonable  to  ask  the  users  of  the  service,  after  they  have 
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paid  enough  in  rates  to  yield  a  fair  return  to  the  investors, 
to  contribute  something  more  for  the  purpose  of  repaying 
part  of  tlie  capital  invested. 

Serial  Maturities  of  Rond.^.-  The  same  disadvantages  that 
have  been  observed  with  reference  to  the  sinking-fund  plan 
attend  the  operation  of  the  serial-maturities  plan  of  pay- 
ment. The  serial-payment  plan,  however,  is  at  present  used 
chiefly  for  the  acquisition  of  units  of  equipment  such  as 
railroad  cars  and  locomotives.   There  are  in  this  plan  of 
payment  some  conpensating  advantages  resulting  from  the 
fact  that  as  the  loan  made  on  the  new  equipment  (the 
evidences  of  which  are  commonly  designated  as  "equipment- 
trust  certificates"  or  "oar-trust  certificates")  is  a 
prior  lien  or  first  mortgage  on  the  equipment,  such  certif- 
icates are  highly  regarded  by  investors.  It  is,  therefore, 
possible  in  many  cases  for  a  company  to  obtain  capital  on 
such  certificates  %t  lower  rates  of  interest  tlian  could  be 
obtained  on  bonds  issued  under  the  existing  mortgages  of  the 
company. 

Bonds  Issued  for  Permanent  Financing;. ^  Bonds  are  Issued 
payable  at  a  specified  date,  the  periods  for  which  they 
have  commonly  been  Issued  varying  from  ten  to  fifty  years. 
Numerous  issues  have  been  made  for  a  lesser  time,  while 
others  have  been  made  for  a  hundred  years  or  longer.   The 
larger  companies  at  present  are  as  a  general  riQe  issuing 
bonds  payable  in  from  thirty  to  fifty  years.  The  indebted- 
ness, however,  whether  evidenced  by  long  or  short  securities. 
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is  regarded  as  permanent.  The  date  at  which  bonds  are  made 
payable,  therefore,  is  not  determined  with  reference  to  the 
utility  company's  ability  to  pay  and  discharge  the  indebted- 
ness, but  rather  is  determined  by  considerations  as  to  the 
most  practicable  means  of  contracting  for  its  loan  capital^ 
The  terms  that  appeal  to  investors  have  much  to  do  with 
matters  of  this  nature • 

The  problem  of  the  financial  management  of  the  company 
is  to  secure  its  capital  at  as  low  a  rate  of  interest  as 
possible  over  a  long  period  of  years ♦  When  an  issue  matures 
and  a  re-funding  issue  is  made,  there  is  considerable  ex- 
pense involved  in  drawing  new  mortgages,  obtaining  the  re- 
quired authorization,  added  to  which  is  the  discount  or  sell- 
ing expense.   Long-term  issues  reduce  such  costs  by  making 
their  recurrence  less  frequent.  On  the  other  hand,  under 
conditions  sometimes  prevailing  in  the  investment  markets, 
investors  have  a  preference  for  short-term  issues,  and 
when  this  condition  exists  it  may  be  desirable  to  make  the 
term  of  the  issue  conform  to  the  market  demands  in  order  to 
secure  the  moneys  required  at  the  most  satisfactory  rates  of 
interest.  Special  conditions  also  arise  with  reference  to 
the  compaziy's  operations  or  its  financial  status  which  reiaier 
it  necessary  or  advisable  to  finance  for  a  time  by  the  issue 
of  short-term  bonds  or  notes. 

For  some  time  during  and  succeeding  the  World  War  many 
of  the  public -utility  companies  were  not  receiving  suf- 
ficient income  to  make  their  bond  issues  alrtractive  invest- 
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ments,  and  rather  than  sell  them  at  the  heavy  discoimts 
that  would  have  been  necessary,  such  companies  chose  to 
issue  short-tenn  bonds  or  notes,  often  pledging  the  bonds 
as  security  therefor,  with  a  view  to  placing  the  bonds  on 
the  market  when  conditions  were  such  as  to  permit  their  sale 
at  prices  closer  to  the  par  value • 

Proportion  of  Stock  and  Bonds>-  Generally  speaking,  there 
are  no  fixed  rules  regarding  the  proportion  that  shall  exist 
as  regards  the  stocks  and  bonds  of  a  public-utility  corpora- 
tion. However,  a  few  states  have  statutory  limitations,  as, 
for  instance,  the  Massachusetts  law,  providing  that  the 
bonds  and  other  evidences  of  indebtedness  shall  not  exceed 
twice  the  amount  of  capital  stock.  From  40  to  50  per  cent 
stock  and  from  50  to  60  per  cent  bonds  are  about  the  usual 
proportions  issued.  Recent  compilations  show  ratios  of  44 
per  cent  stock  and  56  per  cent  bonds,  these  figures  being 
averages  for  the  public  utilities  of  this  cotmtry.  Railroad 
stocks  and  bonds  show  ratios  of  43.7  per  cent  and  56.3  per 
cent  respectively. 

In  a  few  instances  the  capitalization  is  principally 
bonds,  but  in  these  cases  the  bonds  are  guaranteed  by  an 
affiliated  company  or  companies,  which  guarantee  affords 
security  based  on  the  credit  of  the  guarantors  as  well  as 
the  sectirity  of  the  physical  property.  These  instances  are 
exceptional,  and  usually  are  in  connection  with  a  subsidiary 
company  organized  to  perform  an  essential  service  for  the 

guarantors. 

An  instance  of  this  type  of  financial  structure  is  found 


270 


In  the  Chicago  Union  Station  Company,  a  corporation  organized 
by  four  railroad  systems  using  the  station,  each  company 

owning  one-foTirth  of  the  capital  stock  of  the  station  company* 
In  this  case  the  stock  amounts  to  $2,800,000,  while  the 
bond  issue  is  $60,000,000.  'Phe  payment  of  the  interest  and 
principal  of  the  bonds  is  guaranteed  by  the  various  railroad 
companies  who  own  the  stock*  Without  this  guarantee,  the 
bonds  would  not  have  a  sufficient  margin  of  security  to 
make  them  acceptable  to  investors,  but  with  the  guarantee  of 
these  railroads,  the  bonds  are  regarded  as  among  the  most 
desirable  of  railroad  issues,, 

One  of  the  most  successful,  public -utility  managers  in 
this  country  recently  expressed  the  opinion  that  a  very 
satisfactory  financial  structure  existed  when  the  value  of 
a  property  was  represented  to  the  extent  of  20  to  25  per 
cent  by  the  reinvestment  of  surplus  and  reserves  and  the 
balance  of  75  to  80  per  cent  was  about  eq-aally  divided  be- 
tween bonds  and  capital  stock. 

The  relative  proportions  of  capital  to  be  obtained  from 
the  issue  of  stocks  and  bonds  depends  upon  the  relationship 
that  will  produce  a  well-balanced  capital  structure,  such 
as  will  permit  the  securing  of  combined  bond  and  stock 
capital  at  the  lowest  average  rate.  Money  can  be  obtained 
from  the  issue  of  bonds  at  a  rate  of  Interest  substantially 
lower  tlian  the  rate  at  which  it  can  be  obtained  from  the 
issue  of  stock.  The  difference  in  rates,  however,  depends 
to  a  large  extent  upon  the  security. 
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Another  factor  tiait  may  receive  consideration  witH- 
reference  to  the  propositions  or  stocks  and  bonds  is  that 
the  owners  and  operators  of  a  utility  desire  to  retaiDD 
control  and  also  to  reap  the  benefits  of  their  skill  in 
management  by  realizing  a  liberal  retiirn  on  their  stock 
holdings* 

In  many  cases  these  objectives  may  be  attained  by  main- 
taining a  financial  structure  having  a  relatively  small 
proportion  of  stock,  the  3.arger  part  of  the  capital  being 
obtained  from  bond  issues  bearing  a  rate  of  interest  lower 
than  the  dividend  rate  th8.t  will  satisfy  stockholders* 

If  a  rate  of  return  of,  say  7|-  per  cent, is  earned  on  the 
total  investment,  and  the  property  is  bonded  for  one-half  the 
total,  with  bonds  bearing  interest  at  5  per  pent,  the  remainder 
of  the  income  after  interest  charges  is  eq\ial  to  10  per  cent 
on  the  stock*. 

The  manner  in  which  the  division  of  net  income  as  between 
bondholders  and  stockholders  is  affected  by  the  respective 
amounts  of  each  class  of  securities,  and  the  manner  in  which 
the  rate  of  interest  may  in  turn  be  affected  by  the  propor- 
tion of  bonds  and  stocks,  may  be  observed  in  Figure  9,  which 
reflects  substantially  the  capitalization  of  a  certain  gas 
company,  rotmd  figures  beiJig  used  for  conveniencci  in  these 
computations  • 


Total  investment 


160,000,000 


Bonds  (int. rate  6%) 
Common  Stock  -  -  - 


-  $25,000,000 
'   25  s  OOP  s  OOP 
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Company  earns  ^%  per  cent  on  Its  ImreBtwBnt,   wh£eh  amotuits 
to  10  per  cent  on  the  common  stock  after  paying  interest  at 
rate  of  5  per  cent  on  the  bonds.  It  pays  8  per  cent  in 
dividends,  retaining  tiie  balance  in  sxirpliits* 
After  son^  years  of  operation,  during  wfolcli  considerable 


following 


balance  sheet* 


Total  investment  -  -  -----  -  |110VOOO,OOO 

Bonds  (int.  rate  5%)  -  #50,000,000 
Coiamon  Stock  -  -  -  .-  -  40,000,000 
Investment  of  surplus 

and  reserves  -  -  .-  -  20,000^000 

If  the  company  continues  to  earn  V^-  per  cent  on  its  invest- 
ment and  pays  5  per  cent  interest  on  its  bonds,  the  renmln- 
ing  net  income  will  amount  to  14.37  per  cent  on  the  stock. 
If,  on  the  other  hand,  the  company  had  paid  out  all  of  its 
surplus  in  dividends  and  htid  financed  all  of  its  additions 
by  bond  issues,  the  balance  sheet  would  show  the  following: 
Total  investment  -------  $110,000,000 


Bonds  -  -  -  -  - 
Common  stock  - 


#85,000,000 
25,000,000 


Assuming  an  earing  of  7i  per  cent  on  the  entire  investment 
and  bond  interest  at  the  rate  of  5  per  cent,  there  would 
remain  net  income  amounting  to  16  per  cent  on  the  common 
ato^k.  It  is,  however,  not  likely  that  money  could  be 
borrowed  under  these  conditions  at  5  per  cent,  as  investors 
would  not  regard  bonds  as  well  secured  if  issued  to  cover 
such  a  large  proportion  of  the  property  investment  as  above 
indicated. 

The  la  St -mentioned  proposition  seems  very  desirable  ftrom 
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the  point  of  view  of  the  stockholder.  However,  a  comparison 
of  these  financial  structures,  as  shown  in  Figure  11,  indicates 
that  this  scheme  (Item  C)  is  most  insecure,  because  the  fixed- 
interest  cliarges  are  so  much  greater  and  the  margin  of  safety, 
which  is  the  amount  left  for  the  stock,  is  correspondingly 
less.   In  case  of  any  material  reduction  in  the  income,  the 
margin  of  safety  may  be  reduced  to  a  dangerous  extent •  If  in 
the  latter  case  6  per  cent  interest  had  to  be  paid  on  the 
bonds  in  order  to  sell  them,  the  margin  of  safety  would  be 
still  less  (Item  D),  and  if  7  per  cent  were  required  the 
amount  remaining  for  the  stock  would  be  still  further 
reduced  (Item  E). 

A  financial  structui'^e  substantially  such  as  shown  in  Item 
B,  involving  the  investment  of  the  surplus  and  reserves,  is 
usually  considered  very  satisfactory  both  to  bondholder  and 
stockholder. 

Simplicity  of  Financial  Structure  Desirable.  -  In  the  past, 
utilities  have  labored  under  difficulties  resulting  from  a 
complicated  financial  structure,  A  single  company  sometimes 
had  outstanding  from  six  to  ten  classes  of  securities,  in- 
cluding its  capital  sliares  and  instruDients  evidencing  indebted- 
ness in  the  form  of  various  kinds  of  mortgage  bonds,  debenture 
bonds,  equipment -trust  certificates,  notes,  and  pxirchase -money 
obligations, 

Financial  structiares  of  this  kind  often  develop  as  a  result 
of  a  closed  mortgage,  limiting  the  bonds  that  may  be  issued 
under  the  mortgage  to  an  amount  insufficient  to  cover  the 
capital  requirements.  When  additional  loan  capital  is  required. 
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Comparieon  of  Fin&noial  Structures » 


J   Total 
^«H  Investment 

Bonds 

Stock 

Surplus 

Net  Earnings 

Bond 

Interest 

Income  Available 
for  Stock 

®  T^o 

Rate 

Amount 

Amount 

% 

A 

1110,000,000 

♦65,000,000 

♦66,000,000 

♦8,250,000 

5?S 

$2,750,000 

♦6,600,000 

10 

B 

110,000,000 

60,000,000 

40,000,000 

»20,000,00C 

8,260,000 

5% 

2,600,000 

6,750,000 

14.37 

C 

110,000,000 

85,000,000 

25,000,000 

8,250,000 

dfo 

4,250,000 

4,000,000 

16 

D 

110,000,000 

85,000,000 

25,000,000 

8,250,000 

dfo 

5,100,000 

3,150,000 

12.6 

B 

110,000,000 

86,000,000 

25,000,000 

8,250,000 

6^ 

6,150,000 

2,100,000 

8.4 

Figure  11  -  Comparison  of  Financial  Structures. 

In  this  table  an  investment  amount  of  $110,000, 000  is  used  in  each  case,  but  the  same  percentage 
relationship  between  the  stocks  and  bonds  as  referred  to  in  the  preceding  paragraphs  is  retained* 
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a  second  or  third  mortgage  or  some  other  form  of  financing 
Is  resorted  to.  With  such  a  complex  structtire  the  prospective 
Investor  finds  great  difficulty  In  ascertaining  the  amotmt 
of  security  behind  any  given  issue,  and  therefore  if  he  is 
willing  to  Invest  In  the  company's  securities  he  does  so 
only  on  terms  which  will  entail  upon  the  company  a  high  cost 
for  the  use  of  the  capital*  Many  of  the  companies  original- 
ly financed  in  the  early-development  period  have  already 
found  It  necessaz*y  to  organisse  on  a  sounder  financial  basis, 
with  a  financial  structure  composed  principally  of  first- 
mortgage  bonds,  and  perhaps  preferred  stock  as  well  as 
common  atock« 

Bankers  and  financial  officers  who  have  a  voice  In 
determining  under  what  terms  and  conditions  the  securities 
will  be  tmderwritten  and  sold  are  now  taking  a  broader  view 
of  the  situation*  More  attention  is  paid  to  creating  condi- 
tions which  will  make  for  the  success  and  stability  of  the 
business*  The  bankers^  zeal  to  surround  a  x>articular  issue 

« 

with  numerous  limitations  and  restrictions  likely  to  defeat 
its  own  purpose  to  safeguard  its  security  leads  to  a  short- 
sighted polley  if  the  result  of  the  restrictive  measures  la 
fi^rioualy  to  handicap  the  company  in  its  development* 

CoaBlsiiion  Regulation  Oo-operatlve*  -  la  matters  of  finance, 
CQBamlsslon  regalatlon.  If  it  is  to  be  «U4$cessful,  oust  be 
oo-operatlve,  and  not  merely  negative,  in  character*  It 
should  not  hesitate  to  place  its  vete  on  any  proposal  that 
clearly  appears  to  be  reckless  financing*  From  time  to  time 


commissions  are  presented  with  promotional  schemes  which  are 
so  manifestly  unsound  as  to  deserve  prompt  and  final  re- 
jection, but,  as  has  been  indicated  by  the  Supreme  Court, 
the  commission  it  not  the  financial  management  of  the  utility 
and  should  not  substitute  its  judgment  for  that  of  the 
company's  officers  in  matters  relating  to  the  internal  affairs 
of  the  business,  unless  it  is  clearly  v/ithin  the  public 
interest  to  exercise  the  drastic  power  of  regulation  conferred 
by  law.   This  does  not  mean  thfit  the  commission  should,  with- 
out reservation,  give  its  approval  to  financing  that  appears 
likely  to  adversely  affect  the  credit  of  the  company  or  im- 
pair its  ability  to  render  proper  service  at  as  low  a  cost 
as  reasonably  possible. 

Sound  principles  should  be  insisted  upon,  but  fixed  and 
arbitrary  rules  shotdd  not  be  adopted  to  the  extent  of  inter- 
ference with  the  ability  of  utilities  to  adjust  themselves 
from  time  to  time  to  the  changing  character  of  the  financial 
markets.  There  are  times  when  it  is  inadvisable,  if  not 
Impossible,  to  finance  additions  by  the  issue  of  stocks. 
The  type  of  bond,  its  maturity  and  interest  rate  in  particu- 
lar, should  take  into  consideration  the  demands  of  the  invest- 
ing public  at  the  time  of  issue.   Only  by  consideration  of 
these  factors  can  money  be  secured  on  the  most  satisfactory 
terms. 

Customer  Ownership  of  Securities.-  During  recent  years 
many  public -utility  companies  have  been  quite  successful  in 
selling  shares  of  their  capital  stocks  to  their  customers, 
employes,  and  others  located  in  the  communities  In  which  the 
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companies  operate,  Usimlly  the  subscriptions  are  payable  in 
installments,  thereby  permitting  persons  of  moderate  means 
to  invest  in  the  stock.  The  greater  part  of  the  securities 
sold  in  this  manner  has  been  preferred  stock. 

The  plan  of  selling  securities  to  the  investor  in  the 
local  coirmiunity  has  some  important  advantages  aside  from  the 
matter  of  procuring  capital.  An  interest  in  the  company  is 
created  among  those  who  are  the  users  of  its  service.   This 
relationship  is  an  aid  in  developing  and  increasing  utility 
business  and  tends  to  prevent  uixreasonable  demands  upon  the 
company.  With  a  considerable  number  of  stockholders  in  a 
community,  attempts  to  enforce  demands  for  lower  rates  upon 
a  utility  do  not  find  as  general  support  as  might  otherwise 
be  the  case.   If  the  customer  is  a  stockholder,  he  is  more 
inclined  to  see  both  sides  of  the  situation. 

Some  of  the  larger  utility  companies  have  thousands  of 
employes,  practically  all  of  whom  own  sectirities  of  the 
company.  This  naturally  is  conducive  to  the  development  of 
a  loyal  and  efficient  corps  of  workers. 

Holding  Companies."  Our  discussion  up  to  this  point  has 
related  to  public -utility  operating  companies.  In  the 
public-utility  field  holding  companies  have  been  developed 
to  an  unusual  degree  and  during  recent  years  have  so  extended 
their  sphere  of  activities  tliat  they  now  control  approximately 
one-half  of  the  public -utility  business  of  the  United  States. 
Tfl/hile  this  study  is  not  the  place  for  a  general  discussion  of 
the  advantages  and  disadvantages  of  holding  companies  or  even 
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for  a  ftai  statement  of  their  methods  of  organization  and 
business  activities,  nevertheless  a  brief  statement  Is  in 
order  with  reference  to  their  financing  and  particularly 
their  relation  to  the  financing  of  the  operating  companies. 

The  special  function  of  the  holding  company  is  to  own  the 
capital  stock  of  other  corpora'l;ions  and  by  reason  of  such 
t    ownership  to  control  such  corporations*  The  holding  company 
may  be  solely  a  holding  company,  or  it  may  be  both  a  holding 
company  and  an  operating  company.  Usually  it  ovms  all  of  the 
common  stock  of  the  companies  which  it  controls,  altho  there 
are  many  cases  in  which  part  of  the  stock  is  owned  by  others. 
But  it  is  essential  to  the  purposes  of  the  holding  company 
that  it  either  own  a  majority  of  the  shares  or  that  it  have 
sufficient  control  over  shares  owned  by  others  to  enable  it 
to  influence  the  vote  of  such  shares.  Control  may  be 
effected  with  a  less  number  of  shares  owned  or  directly 
controlled  if  the  stock  not  owned  by  the  holding  company  is 
widely  scattered  so  that  it  cannot  be  effectively  voted  as 
a  unit.  The  holding  company  frequently  owns  preferred  stock 
and  bonds  of  its  subsidiary  companies,  the  various  securities 
owned  by  it  being  generally  pledged  as  collateral  security 
for  its  own  issues  of  securities. 

State  regulatory  commissions  usually  have  authority  to 
regulate  only  the  issue  of  securities  of  the  corporations  con- 
ducting the  actual  operation  of  public  utilities  and  have  no 
control  over  the  financing  of  the  corporations  owning  the 
stock  of  the  operating  companies.  The  holding  company  stands 


279 


in  the  same  relation  to  the  regulatory  authorities  as  does 
any  other  stockholder  in  the  corporation  and  therefore  the 
methods  by  which  such  stocldiolders  acquire  the  funds  for  the 
ownership  of  public  utility  stocks  is  beyond  the  review  of 
regulatory  ccamnissions,  the  same  as  are  the  individual  stock- 
holders^ methods  of  acquiring  stock  ownership. 

Reader ^s  Test  of  Subject  Matter  in  Chapter  VII 
The  following  questions  are  given  to  enable  the  reader  to 
check  himself  as  to  his  grasp  of  the  important  points  dis- 
cussed under  the  subject,  "Financing  Public  Utilities." 

1,  Outline  and  define  the  various  classes  of  capital 
stock,  bonds,  and  other  forms  of  indebtedness  in  use 
among  public  utilities. 

2«  Can  stock  of  a  public  utility  be  sold  at  a  discount? 

3»  What  accounts  are  provided  and  how  are  they  constructed 
to  set  up  bond  discount  and  premium? 

4,  To  what  extent  has  the  control  of  securities  been 
placed  under  the  jurisdiction  of  state  commissions? 

5,  What  are  the  advantages  to  a  utility  in  issuing  short- 
term  notes? 

6,  Under  what  circumstances  will  the  commission  make  valu- 
ation of  property  for  the  purpose  of  a  security  issue? 

?•  How  may  replacements  and  the  accounting  for  retired 
property  have  a  bearing  on  a  security  issue? 

8,  Can  securities  be  issued  for  working  capital? 

9.  What  are  tlie  provisions  for  capitalizing  interest  dur- 
ing construction.? 

10.  Name  the  provisions  in  a  mortgage  intended  to  insure 

the  maintenance  of  adequate  security  for  the  payment  of 
the  bonds  and  the  interest  thereon. 

11., Explain  the  operation  of  the  sinking  fund  and  show  the 
advantages  and  disadvantages  of  it  in  financing  a  pub- 
lic utility. 

12.  What  are  the  average  proportions  of  stocks  and  bonds 
that  should  exist  in  a  public  utility? 

13.  State  how  commission  regulation  sho\xld  assist  and  co- 
operate in  financing  a  public  utility. 

14.  What  classes  of  securities  are  usually  sold  to  customers 
and  what  are  the  advantages  of  financing  in  this  manner? 
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Chapter  YIII 
ACCOUNTING  FOR  MUNICIPAL  WATER  WORKS 


The  essential  points  brought  out  in  this  section 
are  briefly  suramarized  in  the  following: 

1,  Frequent  changes  in  tiiie  administration  of 

municipalities  necessitate  adeqtiate  accounting 
in  municipal  waterworks. 

2*  National  Commissioners'  classification  is  appli- 
cable to  water  utilities  conducted  by  munici- 
palities • 

3«  The  New  England  Water  Works  Association  recom- 
mend the  use  of  a  classification  of  accounts  for 
municipal  waterworks. 

4.  A  fonn  of  operating  and  income  statement  is 
submitted  and  discussed. 

5.  Balance-sheet  accounts  recommended  by  the  New 
England  Water  Works  Association  are  presented. 


ACCOUNTING  FOR  MUNICIPAL  WATER  WORKS 
Comparisons  with  Privately-Owned  Water  Works.  -  The  account- 
ing for  nmniclpal  waterworks  and  the  use  of  adequate  accounting 
methods  is  no  less  important  than  in  connection  with  public  util- 
ities owned  and  operated  by  provate  investors.  The  public  is 
interested,  not  only  in  continued  good  service  at  reasonable  rates, 
which  constitute  its  principal  Interest  in  public  utilities  private- 
ly financed,  but,  as  it  has  its  money  invested  in  the  business, 
it  is  further  interested  in  the  perpetiial  maintenance  of  the  prop- 
erty, to  the  end  that  the  investment  may  not  be  dissipated.  In- 
formation revealing  the  status  of  the  business  depends  upon  true 
statements  of  assets,  liabilities.  Income,  and  expenditures. 
These  cannot  be  secured  without  correct  and  adequate  accounting. 

The  management  of  public  utilities  owned  and  operated  by 
municipalities  is  intrusted  to  public  officials  elected  or 
appointed  for  limited  terms  of  office.  The  fact  that  there  are 
frequent  changes  of  administration  is  a  special  reason  for  re- 
quiring adequate  accounting.  There  is  frequently  a  tendency  to 
make  a  favorable  showing  by  omitting  provision  for  depreciation 
or  deferring  maintenance  work,  rather  than  to  increase  rates  for 
the  purpose  of  obtaining  sufficient  revenues  adequately  to  main- 
tain the  property.  All  to  often  do  instances  appear  of  a  favor- 
able showing  of  net  income  which  is  turned  into  a  deficit  when 
the  accounts  are  properly  audited. 

In  several  of  the  states  the  public-utility  commission  having 
jurisdiction  over  privately  owned  utilities  is  authorized  to  pre- 
scribe uniform  accounting  methods  for  municipal  waterworks.   The 
uniform  classification  of  accounts,  approved  by  the  National  Asso- 


elation  Of  Railway  and  Utilities  Com^iss loners  for  water  utilities 
la  also  applicable  to  water  utilities  conducted  by  municipalities. 
This  system  includes  a  few  accounts  that  will  not  be  required 
under  nruriiclpal  operation.     There  will  also  be  a  few  additional 
accounts  required  to  meet  any  conditions  that  may  be  peculiar  to 
the  municipal  accounts.     The  principal  differences  will  be  found 
in  the  accounts  relating  to  the  financing  of  the  business  and 
the  disposition  of  net  income. 

New  England  Water  Works  Association  ClassifleatloT..   -  The  New 
England  Water  Works  Association,   on  September  15,   1921,  adopted 
and  recommended  to  its  members   the  use  of  a  classification  of 
accounts  for  municipal  waterworks.     This  classification  was  sub- 
mitted by  the  association's  committee  on  uniform  accounting  and 
was  published  in  the  Association  Joui'nal  for  March,   1921, 

The  reasons  for  the  adoption  of  this  classification  of  accounts 
are  stated  in  the  resolution  of  the  convention  of  the  New  England 
Water  Works  Association  as  follows: 

.A  S?^'  r  *^*,  ^*''^*  ^^"^  ^^-  *''^^  °«"^*^  «^11  privately  ovmed  and  operat- 
^d^!  t,    r         °''^«  t:^  universally  classed  a«d  recognized  as  SirutiuSe^ 
and  as  such  are  amenable  to  uniform  accountine  and  other  ooerat^n^rA^^^;; 
n«nts  prescribed  by  the  i«blic.utiliiy  co^aisfions  of  Jha  S^arS'staSsTimd 

eo,r!S^%""!^^°^^^i[^'  "^^^  ^^  operated  public  waterworks  are  likewise  re- 
Sm'tL^i  "^^^"^^  ^^  *^^  ^'*  ^'^  •'"°'*  competent  m.thorities  as  Sblic 
utilities  (by  some  governmental  authorities  called  "public-ser.^ice  e^terL4,«,"^ 
Zw  of  P^li^i^^l  subdivisions  of  municipal  goverSTnent;  ^5in  a  gr^J^       ^ 
number  of  states  such  nr.micipally-o^ed  water  utilities  a^e  also  JLS  to 

uSliSe"'.°:^d'"""*"'  re^iren^nts  as  are  the  privately-ov^eHS 

WHEREAS,  it  is  an  undisputed  fact  that,  in  order  that  the  operation  of  the 
municipally-owned  wter  utilities  may  compare  favorably  with  the  operation  of 
the  privately-owned  ;mter  utilities,  the  former  will  need  to  adopt  more  of  the 
efficient  and  businesslike  practices  of  the  latter,  one  of  which  is  the  general 
use  of  a  uniform  accounting  classification,  such  as  prescribed  by  the  state 
public-utility  commissions,  so  that  proper  and  informing  comparisons  of  re- 
sults may  be  easily  made  between  such  water  utilities. 
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Form  of  Operating  Incoroe  and  Expense  Statements  -  The  statement 

of  income  and  profit  and  loss  accounts  (including  the  condensed 

statement  of  operating  revenues  and  operating  expense  accoTints) 

in  the  above-mentioned  classification  is  as  follows: 

I«  Earnings  from  sales  of  water  to 

private  cons-umers  $, 

n^  Less  abatements  J  refunds,  etc*.,« f 

XIIs  Earnings  from  sales  of  Water 
to  Hiunicipality. 

Note:  If  no  payment  is  made  for 
municipal  uses  of  water,  state 
estimated  total  value  of  such  u^es 
here  ($ )  ^ — not  to  be  in- 
cluded here  in  revenue  total  - 
and  give  reasons  for  such  nonpayment, 
classified  accounts  to  be  kept  of 
such  current  uses  and  charges,  and 
to  be  charged  off  at  close  of  year  as 
a  bad  debt  if  no  payment  is  to  be  made, 

IV^  Earnings  from  use  of  water  by  the 
waterworks  utility  itself,  and 
included  in  its  operating  charges 
and  expenses ••  •••••• .•••••  ••••$., ^ 

Total  operating  revenues  (water)  $ 

OPKRATINCt  EXPENSES 

V*  Source -of -supply  expense  •••••••  •$_ 

VI.  Transmission  expense  . •  •  •  _^ 

VII.  Distribution  expense  ...•••••♦•  , _ 

VIII.  Commercial  expenses •  •  •  _ 

IX.  General  expense ....••  _ _ 

X#  undistributed  expense _ 

(Show  separate  total  of  above)  ...  ^ 

XI.  Depreciation-reserve  charge.  .  .  •  .  •  •  _ 

XII.  Contingencies  (extraordinary) 

XIII.  Taxes. _ 

Total  operating  expenses.  ....«•        . 

Operating  profit ..••       §, 

XIV,  Nonoperating  revenues  (not  water; 

net  profit  on  mdise.  sales,  jobbing^ 

rentals ,   etc .).••••#•••••••    '  'a 
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Gross  income  (forward) 

DEDUCTIONS  PPwOM  GROSS  INCOME 

XV.  Interest  on  funded  debt  (net)  »  «.  •  •  .t 

XVI.  Interest  on  floating  debt  (net)  •  •  •  •  

XVII.  Interest  on  other  liabilities  (net)  •  •  

XVIII.  Miscellaneous  deductions  ....•••  

Total  deductions   ••••••••••  __— _ 

'X^Net  income   •...•••••••••  I 

^Disposition  of  Net  Income >  Any  payment  for  dividends, 
or  appropriations  for  same  or  to  municipal  funds,  should  be 
deducted,  and  balance  of  net  income  will  then  oe  carried  to 
surplus  account. 

The  revenues  from  private  consumers  is  further  subdivided 
into  separate  accounts  for  commercial,  industrial,  institutional, 
contractors,  and  miscellaneous  cons\;imers,  with  separate  accounts 
for  metered  and  unmetered  consumers  in  each  of  these  classes. 
Further  subdivision  is  made  for  revenues  from  water  fixrnished 
outside  the  city  limits.  The  account,  '^Earnings  from  the  Sale 
of  Water  to  the  Mtmicipality/  is  subdivided,  showing  separately 
fire-department  use,  various  schools,  and  other  public  buildings. 

It  will  be  noted  that  provision  is  made  for  incl\Jding  in  the 
earnings,  if  desired,  amoxuits  to  represent  water  for  municipal 
use.  Privately-owned  utilities  usually  receive  revenue  from 
hydrant  rentals  and  for  water  used  for  various  purposes  by  the 
iminicipality,  excepting  in  cases  where  a  certain  amount  of  such 
service  is  required  of  the  company  without  compensation  there- 
for. Where  the  municipality  operates  a  utility  and  furnishes 
itself  with  water  and  fire  protection  without  including  a  charge 

therefor  in  the  revenue  account,  computation  of  the  cost  of  pro- 
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duction  and  distribution  for  such  purpoaes  should  be  inade« 
This  is  useful  for  the  purpose  of  checking  waste  and  for  the 
further  purpose  of  comparing  operating  cost  with  that  of  pri- 
vately-owned utilities. 

The  operating-expense  account,  "Source  of  Supply  Expense," 
includes  not  only  the  expense  which  the  National  Association 
of  Railway  and  Utilities  Coimnissioners  include  under  this  head, 
but  also  includes  putaping  and  piU'if ication  expense,  which,  in 
the  Commissioners'  classification,  are  included  in  separate 
divisions.  In  the  transmission,  commercial,  and  general  expenses 
there  are  little  substantial  differences  in  the  two  classifica- 
tions, the  main  difference  being  in  the  arrangement  or  group- 
ing of  certain  accounts^.  The  Commissioners'  classifications 
contain  a  larger  number  of  subdivisions  than  does  the  classi- 
fication of  the  Water  Works  Association. 

Condensed  Balance-Sheet  Accounts  for  Self -Supporting  Water- 
Works  .  -  The  balance-sheet  accounts  in  the  classification 
reconuiiended  by  the  New  England  Water  Works  Association  are  ex- 
hibited in  statement  form  as  follows: 

UTILITY 
(All  Accounts  on  Accrxml,  not  Gash,  Basis.) 

ASSETS 


XIX. 
XX. 


XXI. 
XXII 


Plant,  property,  and  equipment  (cost  basis), 
(aggregate  at  date  of  new  accoxmting)  .  .  . 
Additions  to  plant,  property,  and  equipment 

(cost  basis)  since  192 (since  new 

accounting. .•..••••••.....•..............,,,, 


•  • 


.192. 


i 


(Showing  total  cost  to  date)  ••...••..•...| 

Stock  and  stores •...•••••.... 

Accounts  receivable   ..  ...*•- 


£86 


XXIII. 

XXIV. 

XXV. 

XXVI. 


Cash  (general  current  funds) 

Sinking  fvinds 

Cash  (special  funds)  .  .  .  . 
1/Iiscellaneous  ciirrent  assets 


Total  assets 


LIABILITIES 

XXVII.  -  City  (or  town)  of equity  (capital 

investment  account)  •••••• 

Funded  debt  (bonded  obligations 

Mortgage  liabilities 

Cxu-rent  liabilities 

Accrued  liabilities  •...•. 
Depreciation  reserve   •  •  •  .  . 


XXVIII. 

XXIX. 

XXX. 

XXXI. 

XXXII. 


$ 


Reader ^s  Test  of  Subject  Matter  in  Chapter  VIII 
The  following  questions  are  given  to  enable  the  reader  to 
check  himself  as  to  his  grasp  of  the  important  points  discussed 
under  the  subject, "Accotmting  for  Mujiicipal  Waterworks." 

1.  1/Vhat  are  the  special  reasons  why  public  utilities  owned 
and  operated  by  municipalities  should  have  an  adequate 
accounting  system? 

2.  State  three  reasons  advanced  by  the  New  England  V/ater  Works 
Association  why  the  account  classification  recommended 
should  be  adopted  by  mfUJiicipally  ov/ned  and  operated  water 
utilities* 

3.  Compare  the  forms  of  income  and  expense  statement  and 
the  balance  sheet  with  those  for  privately  owned  and 
operated  water  utilities  as  approved  by  the  National  Com- 
missioners. 
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Chapter  IX 
STATISTICS 


•  • « 


The  essential  points  brought  out  in  this  section  are  brief- 
ly suinmarized  in  the  following: 

1.  The  efficiency  of  the  various  operating  departments  is 
reflected  thru  properly  prepared  statistical  reports. 

2.  The  major  portion  of  the  statistics  required  by  a  util- 
ity is  essentially  accounting  work;  hence  the  accoxint- 

ing  structure  must  facilitate  the  preparation  of 
statistical  data, 

3.  Constant  changes  in  economic  conditions  affecting  in- 
vestments, the  cost  and  quality  of  labor  and  material, 
and  also  new  inventions,  require  constant  study  of 
the  efficiency  of  operations  under  varying  conditions ♦ 

4*  A  comparative  fuel  statement  such  as  shown  herein  is 
of  value  in  measuring;  efficiency  of  the  generating 
station  in  converting;  fuel  energy  into  electrical  energy^ 

5»  A  detailed  classification  of  the  electrical  energy 
sold  to  consumers  is  illustrated, 

6,  Form  of  statistical  reports  for  gas  and  water  utilities 
approved  by  the  National  Association  of  Railway  and 
Utilities  Commissioners  are  illustrated. 

1.   Utility  operators  require  a  large  amount  of  statistics 
to  efficiently  plan  and  operate  the  properties* 


STATISTICS 

Value  of  Statistics a  -  A  study  of  public-utility  accounting, 
limited  to  financial  accounting,  even  tho  applying  the  most 
approved  methods  of  doizble-entry  booklceeping  for  insuring  an 
adequate  check  on  income  and  expenditures  and  an  accurate  deter- 
mination of  net  Income,  would  fall  far  short  of  giving  the  stu- 
dent an  adequate  conception  of  the  demands  properly  made  upon  a 
modern  publlc-utility  accounting  department.  Besides  the  ordi- 
nary financial  reports  there  must  be  provided  data  on  many  phases 
of  the  business,  so  that  a  definite  connection  may  be  established 
between  financial  results  and  the  various  departments  and  functions 
of  the  enterprise.  The  degree  of  efficiency  of  a  multitude  of 
elements  Involved  in  production  and  distribution  must  be  tested 
and  relative  values  established. 

For  example,  it  is  possible  for  a  utility  to  be  showing  an 
increase  in  both  Its  gross  and  net  Income  over  a  short  period 
of  years  and  still  actiially  be  getting  into  a  worse  condition 
each  year.  Tlio   the  gross  and  net  income  might  be  Increasing  as  a 
whole,  it  is  possible  that  when  related  to  the  number  of  consumers 
the  amount  per  conaiamer  might  be  decreasing,  and  likewise  the 
amount  of  income  per  dollar  invested  in  fixed  capital  might  also 
be  decreasing.  It  is  possible  that  the  net  Income  could  be  in- 
creasing year  by  year  over  a  short  period,  due  to  insufficient 
amounts  being  charged  to  operating  expenses  to  cover  the  retire- 
ment loss,  v/hich  is  normally  necessary.  In  such  instances  a  study 
of  the  efficiency  of  the  various  operating  departments  would 
very  likely  show  a  falling  off  in  the  operating  efficiency.  The 
consumption  of  coal  per  unit  of  output  might  be  gradually  increas- 
ing, due  to  the  company's  restricted  policy  with  regard  to  main- 
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tenance  and  replacement •  Likewise,  certain  operating  methods 

might  become  less  efficient  in  handling  a  larger  volume  of 
business  than  they  were  in  handling  the  smaller  volume. 
There  are  many  such  important  facts  that  cannot  be  disclosed  by 
confining  one's  study  to  the  statements  of  income  and  expense  and 
the  balance  sheet.  For  this  reason,  it  is  most  important  that 
other  data  be  recorded  and  used  in  connection  with  the  financial 
statements,  so  as  to  provide  means  for  measuring  the  success 
or  failure  of  the  enterprise  as  a  whole  or  of  any  particular  de- 
partment or  function, 

Acountin^  System  to  Provide  for  Preparation  of  Statistics,  -  In- 
formation of  this  cliaracter  m£.y  be  prepared  in  a  section  of  the  ac- 
counting department,  or  a  more  or  less  co-ordinate  department  may 
be  established  ft)r  the  preparation  of  this  data»  In  any  event,  the 
major  portion  of  the  statistics  required  by  a  utility  is  essen- 
tially accounting  work;  therefore  the  accounting  system  must  make 
very  careful  provision  for  the  necessary  divisions  in  the  account- 
ing stinicture  and  for  the  employment  of  such  forms  as  will  facil- 
itate the  preparation  of  statistical  data.  The  accounting  de- 
partment, or  statistical  department,  as  it  may  be,  should  have 
direct  supervision  of  the  preparation  and  assembly  of  data  which 
is  to  be  furnished  by  the  various  other  departments.  Without 
such  authority  the  one  charged  with  the  preparation  of  the  statis- 
tical data  may  find  that  his  hands  are  tied# 

The  position  of  the  public-utility  accountant  in  regard  to 
matters  of  this  natuj^e  was  described  by  a  certain  public-utility 
accountant  in  a  recent  address  as  follov/s: 

"The  accountant  of  to-day  hem   outgrown  the  old  bookkeeper  ydth  his 
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debit  and  credit  system.     He  imist  be  highly  trained.     He  should  be  famil- 
iar with  the  laws*  both   state  and  Federal,   governing  public -servxce 
corporations.     Nearly  all  of  them,  affect  the  accounting  department  in 
one  way  or  another.     He  must  be  able  to  analyze;  he  must  know  his  prop- 
erty, and  by  that  I  mean  he  must  know  every  detail  of  the  operations 
and  organization  of  the  property,   in  order  tnat  he  may  not  only  record 
the  figures  but  that  he  may  also  know  and  understand  the  reasons  for  those 
figures." 

The  demand  for  statistical  data  comes  principally  from  three  sources: 

1,   Probably  the  most  important  requirements  are  those  of 
the  management.  ^    ^^      n 

2     The  various  regulatory  bodies  make  certain  periodical 
requirements,   and  also   special  requests  for  information 
at  times  of  special  proceedings,   such  as  changes  in 
rate   schedules  or  ciianges   in  the   capitalization  of  the 

utility.  ^^  J.     ^  U.-U 

3,   There  are  also  certain  requirements   on  the  part  or  tne 
investors  in  the   company *s  securities  which  must  be 
provided  for. 

According  to  the  volume  of  statistics  usually  required  by 
these  groups  they  can  be  rated  in  the  order  in  which  they  have 
been  mentioned.     The  natui^e  of  the  information  required  varies 

considerably. 

The  demands  for  stiatistical  data  for  use  by  the  management 

is   constantly  increasing.     This   is  the  natural  result  of  the 
development  of  larger  operating  units  created  by  consolidation 
of  smaller  units  and  normal  growth  of  the  business,  which 
development  places  the  executive  officers  of  the  company  at  a 
greater  distance  from  the  details  of  the  business;  consequently 
a  large  amount  of  information,  which  formerly  might  have  been 
obtained  by  the  officers  of  the  company  by  personal  observation 
and  inquiry,  must  now  be  provided  by  more  elaborate  statements 
and  explanatory  reports. 

Necessity  for  Study  of  QperatinK  Efficiency.  -  Constant  changes 
in  economic  conditions  affecting  investments^  the  cost  and  quality 
of  labor  and  material,  and  aliso  new  inventions,  have  created  con- 
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ditions  requiring  constant  study  of  the  efficiency  of  operations 

under  various  conditions.   The  wisdom  of  decisions  of  utility 
officers  on  questions  of  policy  affecting  operations,  extensions 
of  plant  facilities,  and  financing  are  likely  to  bear  a  close 
relation  to  the  adequacy  of  their  information.  It  is  not  an  easy 
task,  even  with  as  full  information  as  can  be  procured,  to  plan 
wisely  for  future  needs,  but  to  attempt  to  do  so  with  incomplete 

Information  is  to  invite  failure. 

"\ 

h    The  statement  shown  in  Figure  12  is  an  illustration  of  one 

kind  of  statistics  that  is  used  by  the  management  of  a  large 
electric  utility  in  measuring  the  efficiency  of  their  generating 
stations  in  converting  the  energy  of  coal  into  electrical  energy. 
The  amounts  shown  in  this  illustration  are  for  all  of  the  gener- 
ating stations  combined,  but  the  company  prepares  this  infor- 
mation for  each  individual  station  and  it  may  be  compared  with  as 
many  years  as  is  desired. 

Customers*  Statistics  Report.  -  The  statement  shown  in  Pigxare 
13  is  an  illustration  of  certain  statistics  prepared  by  the  same 
electric  utility  showing  a  detailed  classification  of  the  elec- 
trical energy  sold  to  its  various  consumers.  Besides  statements 
of  this  nature, the  management  requires  a  large  amo\mt  of  other 
data.  Some  of  this  is  similar  to  the  two  statements  which  will 
be  illustrated  in  the  follov/ing  paragraph  dealing  with  the  re- 
quirements of  regulatory  bodies. 
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COMPARATIVE  FUEL  STATEMENT* 
(This  form  for  both  monthly  and  yearly  statements) 


MONTH  Calender  Year  1923 
OR  YEAR 


Year 
1923 

Year 

1922 

Corripared  with  1922. 

Per  Cent 
Increase 

Per  Cent 
Decrease 

K.W.H. output,  in  thousands. 

2,495,371 

2,132,080 

17.0  - 

- 

Number  of  tons  oonsuiaed. 

2,787,880 

2,416,141 

15.4 

- 

Per  cent  of  crushed  coal. 

52.1^ 

64.7^ 

- 

19.5 

Price  per  ton  onreceivlng*  track. 

$4.40 

(5.04 

- 

12.7 

Station  cost  of  fuel. 

$12,278,862 

$12,175,632 

0.9 

- 

Pounds  of  coal  per  K.W.H. 

2.23=# 

2,26# 

- 

1.8 

B.T»U#  per  pound. 

10,394 

10,506 

■V 

1.5 

B*T#U.  per  K.W#H., 

23,225 

23,811 

- 

2.5 

Overall  station  efficiency 

B.T.U.  in  electrical  output 
B.T.U*  in  coal  fired 

14.7J^ 

U.Zfc 

2.8 

^ 

Cost  in  cents  per  K»W.H« 

.492c 

.571c 

^m 

13.8 

Date 


Note:  Companies  operating  two  or  more  generating  stations  will  use  a  separate  line  for 
each  station. 


FIGURE  12  -  Fuel  statement  measuring  the  efficiency 

of  the  generating  stations  in  cony er ting 
fuel  energy  into  eleotrioal  energy. 
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OTSrOMERS  STATISTICS  REPORT 

as 

NUMBER  OF  CD3T0MERS,   OUTPHT,  ATO  INCOME 


NEy 
Calendar  Tear 


1923  


Nociber  of  Cnstoaera 

Percent | 

.Thle  Tear  Laat  Tear  Inereae* 

t —  It 


leeldence- Wright  Demar.rt  Bate  A  without  Bide  re 
CooDBreial  Light  ana  Power— Wright  Demand  Hate  A  wlthont  Rldere 
•naht  Demiund  Rate  A  and  D  with  Riders  catering 

Additlwxai  Chargee  Sach  a.  Rental  of  Sign.,   Plxtnree.  Poeta.  Etc. 

Enengr 

Rental  of  Appliance a 
Wright  Demand  Rate  A  with  Bldera  covering  Discount  Sacb  aa 

Iteployes.  etc. 
Flat  Rate ^ Rate  I--8lgne,   Fixtures,  Posts 

Inerg7 

Rental  of  Appliances 

Cooir«relal  Porer— Wright  Deinar.l  —  Sate  B 

Snerg7 

Rental  of  Appliance* 

Halting  and  Cooking 
Mlaeellaneous  Llfht  and  Power 

TOTAL  RETAIL  LISBT  AID  POWFR 

Znerg7 
Rental  of  Appllaaees         


•567,378 
91.939 

5.637 


U97,06l 

85.1+6U 

»».59l 


16.530 


RATS  C . 

tow  Tension  25  and  to  Czcle  Alternating  Cnrrsnt 

Io«  Tension  Direct  Current 

UntrKisforaed  25  and  60  Cycle  Alternating  Current 

United  Boor  Low  Tensilon  A.C. 

Llaltad  Hour  Low  Tension  A.C.  with  Refrigeration  Rider 

Llndted  Hour  Low  Tension  Direct  Current 

Uoitel  Hotir  Ohtranefonwd  25  «ni  60  Cycle  A.C. 

Senitary  District 

Rental  of  Appliance 

TOTAL  LARGE  LIGHT  AJJD  POWRR 


6«U,926 


Kilowatt  Hours  Sold 
This  Te 


Last  Tear 


Percent 
Increa»< 


T^ls  Tear 


22.8 


16.312 


607.288 


223,326,76U| 
2U. 085. 868 


1,076.0911 

2.206, 72» 


2^3.037,360  198.878.175 


GENERAL  AND  JlAT  RATE  SERVICE 
(Retail  Light, Heat, &  Power) 


186.U52.9'48 
18.01U.752 


993,100 

2.369.616 


75.897.3168  67.U7i.lU8 


33-7 


12.8 


SERVICK 


Street  U^tln^; 
Building  Lifting 

Power 

J^rge  Li^t  and  Po*or  -  Rate  C 
Sfpj-fcarv  ptatrict 


\j^r>60 


&d8,149 


188.10] 

6^8.7561 


167. 67U 
566.089 


570.U66.982 


212.891.0U2 
15U.362,619 

38.680.3U1 
92.uu9.116 

17,605.29U 

37,687.550 

99.600 


U7U,913,'*^2 


12.2 


20.1 


LARGE  LIGHT  AKD  POWER  SERVICE 

133,933.50tt 


18U.6U7,336 

lUO.OUs.UlO 

29,327,160 

92.96l,7U6 

1U.2U8,509 

6.313.160 


7^g>35U.oei 


1.530 


Rental  of  Appliances 


Northam  Inliar.a  das  i  Eloctric  Co. 
Public  Sarvic©  Co.  of  Northern  Illinois 
gtreet  and  Klevated  P.ailwa?r8 


610,298 


2i3 


1,180,100 
5,349,966 
1,094,166 
67,927.080 
3.372.600 


I  13.8»»5.589.7U 

10.015,773.73 


1,060.310.93 
128,727.21 

•5U.O57.O8 

90,8U7.98 

80.u77.93 

3.615,963.37 

1.906.55 

10,081.29 

17.9^H,7S 


Inoogie 


Last  Tear 


Percent 
Increase 


(  $28,708,558.90 
(  211.111.69 


22.8 


MONICIPAL 


12s    1,387,753,117 


1,026,415 

4,519,995 

1,012,184 

66,331,205 

■g.671.g<?0 


12^ 


22,066,901 

77,402,761 

775.159.124 


Z..      S74.626.806 


4,423,447 

69,4«0,963 

735.246.576 


13,872.552.67 

U.'592.898.53 
l,UU2,59U.UO 

591.156.17 
907,333.62 
335.28U.37 

310,062.57 

I.2U5.OO 

19,618.66 

e 12.072. 7U5.99 


11. 901. 750.81 
8,6U9.398.56 


838.762.62) 
128,390.92) 

U9,7»«.15 

112,727.02) 
lOO.700.U5) 

3.339.513.63) 

2,273.51) 
8.659.38 

15.6g8tn 


12U.916.296.78) 
231.36U.88) 


•19.8 
I6!u 


Incone  per     I 
g.W.H^  Sold  i 


5.70 
U.U9 


$56,130.05 
186,488.39 

36,322.23 
525,376,66 

«.4?8tOO 


t2,963.3U9.70 

^035, 687.02 

I.316.OO7.I8 

U9U.25U.30 

897.22U.59 

282.785.7»* 

103,707.37 


15.0 


1         16.305.09 
$10.109.320.99 


BAIUEAT,  ETC. 


396.9 

11.4 

5,i 


$207,787.66 

702,296.33 

5.616.021.77 


*57, 090.76 
157,962.63 

36,089.24 
511,101.66 

57.093.45 


$73,648.26 

713,801.36 

♦  5.590.113.76 


7.76 


^:? 


5.98 
U.6U 


8.00 


AM. 


21.5 
19.U 


5.5 


1.6U 


1.68 


.77 


.79 


2.15 


Figure  llS-Customors  statistics  report. 
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The  various  public-service  commissions  require  the  utilities 
to  submit  to  them  various  physical,  financial,  and  statistical 
data.  An  annual  report  is  usually  required  containing  fairly 
complete  information  regarding  the  operations  for  the  past  year^ 
This  report  is  usually  prepared  by  the  accounting  department, 
altho  the  operating,  engineering,  and  other  departments  must 
furnish  a  considerable  part  of  the  data. 

Demand  for  Special  Reports.  -  Due  to  certain  c  ompanies  operat- 
Ing  several  states,  and  because  of  the  general  demand  for  com- 
parative statistics,  a  demand  has  arisen  for  more  \miform  re- 
ports thruout  the  cotmtry.   The  National  Association  of  Rail- 
road and  Utility  Commissioners,  thru  its  Committee  on  Statistics 
and  Accounts  of  Public  Utilities,  has  held  several  hearings  and 
conferences  in  regard  to  simplifying  and  making  more  uniform 
the  reports  required  by  the  public-service  commissions.  Recently 
this  association,  thru  its  committee,  has  prepared  a  complete 
form  of  annual  report,  which  it  has  recoiiimended  for  adoption 
by  the  various  state  commissions.  This  report  form  has  also  been 
given  the  approval  of  the  associations  representing  the  electric 
and  gas  utilities. 

Reports  Required  by  State  Commissions.  -  There  is  shown  in 
Figure  14  a  copy  of  one  of  the  pages  of  this  report  as  recommended 
for  electric  utilities.  This  page  indicates  the  principal  Items 
of  statistics  that  are  required.  A  copy  of  a  similar  page  of 
statistics  recoxmnended  for  the  report  of  gas  utilities  is  shown 
In  Figure  15.  For  the  use  of  the  company's  officers  it  Is  usual- 
ly desirable  to  prepare  such  Information  in  comparative  form, 
showing  the  cvirrent  month  compared  with  the  same  month  of  the 
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STATISTICS  OF  ELECTRIC  PLANT 


At  End  of  Year  and  Operating  during  Year 


Item 
No* 


T 


Item 


Number 


1- 


Manuf acturer ' s 


IB 
3- 


rated 
w 


capacj-ty 


in  K.W, 


of  generators 
IT    ^       n 


installed-Steam 


tr 


TT 


IT 


ir 


TT 


IT 


nr 


-Hydro > 


-Internal 


Number   of  kilowatt  hours   generated  during  year-Steam 
H R n -I! "       n  n     ^  "^n 


Combustion  Eng* 


5- 


"TT 


-^ydro 


tr 


-Internal  Comb^  Eng. 


7- 


Himber  of  kilowatt  hours  received  from  other  companies 


Total  K«W«  Hrs»  generated  and  received  (items  4--5-6-7) 
H«W«  Hrso  delivered  at  consumers*  premises  (Sales) 


8- 


9- 


Maximum  #«♦««» «minute  load  on  pltuit  duriLng  year-  in  kilo^Yatts 

Pounds  of  coal  consumed  (including  banking)  in  producing  above  poiror   (4) 


10- 


11- 


12- 


Average  number  of  pounds  of  coal  consumitid  per  K»W,  Hr«   generated  (11  y  4) 


13- 


14- 


Pounds  of  TTater  evaporated  per  pound  coal  consumed 


Working  pressure  of  steam  in  boilers  headers 


15- 


16- 


Avera^e  number  of  degrees  Fahrenheit  of  superheat 


Manufacturer's  rated  capacity  in  horsep(Diwer  of  boilers  installed 


17- 


Square  feet  heating  surface  in  boilers   installed 


Gallons  of  fuel  oil  used  under  boilers 


18- 


19- 


M>  cubic  feet  of  gas  used  under  boilers 


20- 


21- 


Gallons  of  oil  used  in  internal-combustion  engines 


M»Oubic  feet  of  gas  used  in  internal-ccMabustion  engines 


CUSTOMERS   AND  METERS  AT  END  OF  YEAR 


Class 

No.  of  Customers 

No.  of  Meters 

Remarks 

Residential 

Commercial 

Poirer 

Municipal 

Other  public  service 
Corporations 

Total 

Specify  kinds  of  coal  used  and  quantity  of  each  kind-* 


Specify  "Whether  gas  used  in  internal  combiistion  engines  is  natural  or  manu- 


faofaired  gas- 


Specif  number  of  minutes;  a  IS^minute  loiid  is  desired  if  the  respondent's  records  make 
it  practicable  to  state  the  load  for  such  period- 


Figure  14  -  Statistics  of  operations  for  an  electric  utili-ty« 
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STATISTICS  OP  PLAHT  AT  Effi  OF  YEAR  AND  OPERATIOHS  COKING  YEAR  —OiS 

(If  more  than  one  planb  or  aystem  U   operated  by  the  cOTipany  the  partio- 
ulars  for  each  should  be  given/. 


ITEM 


8 


«  Coal  (ras  made '^  M>c,ft 

-.  r.nFil   carbonized  "^  tons   (2^000  IbsT) 

-----    •    '  ^'         ' 


-  AveraKQ  cost  per  ton  coal  carbonized 

"   yield  per  lb«  of  coal  carbonized 


»  Tons  of  coke  made  for  stook  

-  I^oimds  col:e  made  per  ton  coal  carbonized  ^fS   ♦  #2 


Number 


10 


11 


12 


13 


14 


15 


16 


17 


18 


19 

To 


^ 


^ 


T4 


-  Tar  recovered  ^  gallons  r      n»   *  M' 

-  Gallons  tar  recovered  per  ton  coal  oarboni;sed  ^  ¥f   z  f^ 


-  II,  K«  3  recovered  -  pounds 


«  Lb3>  m'>  H.  5  recovered  per  ton  ooal  carbonized  -  f^  ?  jfr^ 


«  Water  Gas  Made  ■»  M»c>f« 
-  Oil  used  -  gallons 


"   Average  cost  per  gallon  oil  used 


"   Gallons  oil  used  per  M«c»f«  gas  made 

«  Generator  fiiel  used  tons  -»  k.   CoWB^Coal 


-  Average  Cost  per  ton  £;enerator  fuel*^  A,  Coi^_ 

B  •  0  oajL 


»  Lbs,  Generator  fuel  used  per  M>  c,  f,  gas  made 


-  Tar  Recovered  Gallons 

■>  Trfi-llons  Tar  recovered  per  M»  o»  f«  made 


IT 


-TT 


'"     gallon  oil  useT 


«  Gas  on  Hand  ^  1st  of  year* 

"-  rjoal.    Gas  Made    [*.... •••7^  of  Total 


M«c« 
■  w 


«.  ^Yftter  Gas  Made    (♦ %  Of  fot'al 


TT 


ri}as  Purchases  V»,> fo  of  Total) 


-  Total  to  account  for 


'- 


■  25,      -- 

Te  -  Gas  on  ^and  ^  end  of  year 
u^ 


"2^ 


T9 


30 


31 


32 


-^ ^:      ■■.* — ■    n       ■■    w  w         *'"w  ^ 

"rpLnr-h  HVanVs  for  Itsmg41to_5^  wiiT  require  more  space  than  here  indicated; 

-fl --'  Vj.,.,k.r'.   ratal  capa-cifr/.  "type  and  looatlo.^  of  water  gas  sets  at  close  of  yr-q.  F^p^r  24  hra. 


34 

15 


-  Gas  delivered  to  Mains 


IT 


-  Gas  Sold 


«  Gas  used  by  company 


TT 


-  Gas  unaccounted  for 


-  %  of  Gas  unacri punted  for  #30  t  #27_ 

-  kaxitmin  daily  outpit 
*  MinJiTium  daily  output 


36 


41 

42 


43 


44 


-  Average  daily  outpat 

«  MftTgiimm  calorific  value  ^  B»T,U.  ^  at  Vforlx 

_^ , «., — ■.,■■  —  .        „  '    I      <i •*-Ti'    '  ■  *  ■    '       n 


IT 


-  Mini:nun 


Tr 


-IT 


IP 
-TT 


V  IKuT.bar  of  ooal-gas  benches  and  location  ai:  close  of  year 


'.' "HirT^h^r.  type,   -and  size  of  retorts  per  bench  at  close  of  year 


-  Kat 


i  caimciiy'  of  coal-gas  plants  and  location  at  close  of  year  ^  Ct  F«  per  24  hours 
ar.   rated' capacity /and  location  TTb^^iler  equipment  at  close  of  year  -  E.7. — 


50 


51 


^  Number  of  ineters  by   sizes  at  close  of  year 


-  Statement  of  fixed  capital  installed  durl'ng  the  year  -  by  units  and  sizes 
„  ■     Vt —  -i; . , ,   ,  li tT      ^H        II    II      «  "        »« 

II  IT  «  "  ■nri4-Vi,'^i-'H\'jri 


withdrav/n 


wote'.   liems  1  to  lU  reflate  to  coal   sas:    1. 
■ ""'H   These   percenoagos   shew:-. Id  tobal  100?^ 


11  to  20, 


to  vrater  f,aa«. 


Figure  15  -  Statistics  of  operation  for  a  gas  utility^ 
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previous  year,  and  the  total  for  the  elapsed  portion  of  the 
current  year  compared  with  the  same  portion  of  the  previous  year. 

The  principal  operating  statistics  which  water  utilities  in 
Illinois  are  required  to  furnish  in  their  Annual  reports  to  the 
Illinois  Coianerce  Coimnission  are  shown  in  Figure  15. 

In  Appendix  B  there  will  be  found  the  forms  for  the  complete 
annual  report,  including  statistical  data  which  the  Illinois 
Commerce  Commission  requires  from  electric  utilities.  If  the 
company  operates  several  departments,  such  as  gas  or  water,  sep- 
arate forms  are  provided  for  plant  and  equipment,  operating 
revenues,  operating  expenses,  statistics,  and  physical  charac- 
teristics. The  forms  for  the  corporate  history,  balance  sheet. 
Income  account,  and  profit  and  loss  account  are  the  same  for 
electric,  gas,  and  water  utilities,  but  separate  forms  for  both 
gas  and  water  utilities  are  furnished  by  the  Commission  \Tlth 
reference  to  the  details  of  plant  accounts,  operating  revenues 
and  expenses,  and  statistics.  Commissions  of  other  states  re- 
quire similar  reports  from  the  operating  utilities. 

In  addition  to  the  annual  reports,  the  commissions  require 
other  special  reports.  When  a  utility  desires, to  issue  securi- 
ties, it  must  file  certain  financial  statements,  including  state- 
ments showing  the  purpose  for  which  the  money  realized  from  the 
sale  of  securities  will  be  used.  In  proceedings  Involving  the 
rates  for  public  utility  service,  the  utility  is  required  to 
furnish  the  commission  a  considerable  amount  of  statistics.  These 
are  discussed  in  a  section  entitled  "The  Utility-Rate  Problem," 

•The  amount  of  information  which  must  be  tabulated  and  furnish- 
ed to  the  investors  in  a  utility  varies  with  the  number  of  the 
Investors  and  whether  they  are  local  people,  or  reside  at  a 
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OPERATING  STATISTICS  OF  WATER  UTILITIES 


PUMPING  STATION  DATA 


1>  Method  of  pumping^ 

2»  Gallons  of  water  pumped  during  year: 
By  electricity  -  -  (a)  low  lill:. 


(b)  intermediate  lift, 

(c)  high  lift  (to  dist.  system). 
By  steam  power (a)  low  lift, 

(b)  intermediate  liit, 

(c)  high  lift  (to  dist«  system), 

3»  Average  daily  pumpage  to  distribution  system, 

4#  Maximum  daily  pumpage, 

5»  Date  of  maximum. 


6»' Cause  of  maximum  (fire^  sewer  flushing,  etcTJ 
7»  Minimum  daily  pumpage,  


8»  Date  of  minimum,     

9»  How  is  pumpage  determined  (station  meter,  pump  counter37~or  estimate). 


10 »  Maximum  number  of  hours  pumps  operated  in  any  one  day^ 
11 »  Date  of  maximum  operation,  "~ 

--*  "^"^^^^gQ  daily  number  of  hours  pujnps  operated » 


15 »  Total  number  of  hours  pumps  operated  during  yeaF 
14>  Total  number  of  hours  fire  pressure  maintained, 

15 »  Range  of  ordinary  pre  s  sue  on  mains— pound  Sj 

16»  Range  of  fire  pressure  on  mains --pounds, 

Tf.   Low^lift  pumpsT     ^ ' 

(a)  Suction  head. 


(b)  Delivery  head. 


18 »  Intermediate  pumps: 


(a)  Suction  head, 

(b)  Delivery  head, 

19,  High  lift  pumps  (to  dist^  system): 

(a)  Suction  head, 

(b)  Delivery  head, 

20»  Average  static  head  on  distribution  pumps^ 
21 »  Gallons  of  water  delivered  to  mains: 

January, 

February, 

March, 

April, 

May, 

June  %   

42,  Fuel  data:        "^  '^ 


July, 
August, 
September, 
October, 

November, 
December* 


Kind  of  coal  (screenings,  mine  run,  etc,), 

25,  Have  you  R,  R,  siding?  

24,  If  not,  how  far  is  coal  hauled?         " 


25,  Tons  of  coal  consuiued  during  yeaf7 

26,  Average  cost  per  ton  delivered. 
7,  Electricity  consumed  in  pumping: 


Lofw  lift— )cw,hr.. 

High  lift  (to  dist,  system)-- -kw.hr,. 

Average  cost  of  current  per  kw,hr. 

Total  amount  of  water  passed  thru  consuniers*  meter  during  year: 


Figure  16  -  Operating  Statistics  of  Water  Utilities 


distance  and  have  no  direct  knowledge  of  the  operations  of  the 
company.  The  information  desired  is,  of  course,  approximately 
the  same  for  both  of  these  classes,  hut  in  the  first  case  they 
will  gather  the  information  from  actual  contact,  wMle  in  the 
second  case  detailed  reports  must  be  furnishad# 

StocMiolders  and  other  investors  in  the  company  want  to 
"know  the  amount  of  assets  and  liabilities,  the  time  when  lia- 
bilities must  be  met,  and  the  means  of  meeting  them.  They  also 
want  to  know  the  amount  of  moneys  received  and  their  soxirce, 
whether  earned  from  opera tion,  from  outside  investments,  borrow- 
ed or  received  from  sale  of  assets.  The  source  of  the  earnings 
is  also  very  ii]5>ortant.   The  amount  expended  for  maintenance 
and  operation  is  a  matter  on  vrhich  the  investor  should  have  suffi- 
cient details  to  form  some  conclusion  as  to  the  adequacy  of  the 
maintenance  of  the  property  and  the  efficiency  of  the  operating 
management.  He  also  needs  information  from  which  a  conclusion  can 

be  formed  as  to  the  probable  jrut\ire  earning  power  and  the  sta- 
bility of  the  enterprise.  He  is  interested  in  forecasting  the 
needs  for  enlarging  the  property  and  the  amount  of  funds  nec- 
essaiy  to  make  the  enlargements. 

A  satisfactory  system  of  accounts  and  records  must  meet  all 
three  classes  of  requirements  as  above  indicated.  It  is  therefore 
well  for  the  student  as  well  as  for  the  accountant  engaged  in 
the  keeping  of  accounts  to  keep  steadfastly  in  view  the  interests 
of  the  groups  above  mentioned. 

It  has  already  been  mentioned  that  utility  operators  require 
a  large  amount  of  statistics  in  order  efficiently  to  plan  and 
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operate  the  properties.  Numerous  decisions  of  public-service 
commissions  indicate  that  utilities  that  have  proven  to  be 
efficiently  operated  have  been  rewarded  therefore  tliru  an  allow- 
ance of  a  higher  rate  of  return  than  otherwise  would  have  been 
allowed*  In  some  cases  a  rate  of  return  lower  than  the  average 
has  been  allowed,  on  the  ground  tliat  the  operations  were  not 
efficiently  conducted.  It  is,  therefore,  apparent  that  reliable 
statistics  and  the  consistent  use  thereof  by  utilities  are  very 
important* 

Reader ^3  Teat  of  Subject  Matter  in  Chapter  IX 

The  following  questions  are  given  to  enable  the  reader  to 
check  himself  as  to  his  grasp  of  the  important  points  discussed 
under  the  subject,  *^Statistics  J' 

1.  Outline  briefly  at  least  three  reasons  why  statistics  are 
valuable  in  public-utility  operations. 

2.  Name  three  sources  from  which  the  demand  for  statistical 
data  comes. 

3.  What  uses  may  be  made  of  the  customers*  statistics  report 
shown  in  Figure  12? 

4.  What  are  the  advantages  of  having  uniform  reports? 

5«  Outline  the  various  reports  required  by  state  commissions. 
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CHAPTER  X 


ACCOUNTING  METH03D6;  AND  PROCEDURE 


The  essential  points  broiight  out  in  this  section  are 
briefly  stmirnarized  in  the  following: 

1.  Public  utilities  are  generally  owned  and  operated  by 
corporations  organized  for  profit  by  private  investors 

2.  Plan  of  organization  and  the  duties  of  officers  must 
vary  with  conditions,  and  personnel  of  members • 

3.  The  principal  books  of  account  are;  jo\arnals,  cash 
records,  voucher  register,  general  ledger,  customers' 
ledger,  operation  and  maintenance  ledger,  and  invest- 
ment ledger. 

4.  The  principal  forms  necessary  to  account  for  sales  of 
gas,  water,  or  electric  energy  are;  meter -reading  cards, 
consumers'  bills,  and  consumers*  ledger. 

5.  A  system  of  combined  billing  and  ledger  posting  as 
applied  to  customers'  accounts  is  explained  and  a  sav- 
ing of  time  and  cost  is  indicated* 

6.  A  system  of  time  reports  and  pay-roll  accounting  is 
described, 

7.  Accounting  for  cash  receipts  and  disbursements  is  ex- 
plained. 

8.  Forms  and  methods  for  recording  original  cost  of  fixed 
capital  are  indicated. 

9.  Removal  of  the  original  cost  of  retired  property  from 
the  fixed-capital  account  must  be  made  by  the  use  of 
records  that  will  show  the  proper  information. 

10.  A  system  of  stores  records  is  explained. 


ACCOUNTING  METHODS  AND  PROCEDURE 
Scope  of  Accounting  Progedure>-  It  is  not  the  purpose  of 
of  this  treatise  to  lay  out  a  complete  accoimting  system  for 
electric,  gas,  or  water  utilities*  In  fact,  the  routine 
procedure  differs  in  various  organizations,  depending  upon 
the  personnel  and  the  manner  in  which  the  organization  has 
been  developed  and  controlled.   It  is  important,  however,  to 
point  out  certain  phases  of  accounting  procedure  peculiar  to 
utility  companies  of  tliis  class. 

Form  of  Orpianization.-  Public  utilities  are  generally 
owned  and  operated  by  corporations  organized  for  profit  by 
private  investors.  A  few  public  utilities  are  operated  by 
private  individuals,  partnerships,  or  associations*  A  con- 
siderable nijmber  of  utilities  f^irnishing  water  for  fire  pro- 
tection and  general  use  within  municipal  boundaries,  and  a 
few  f\irnishing  street  railway  or  electric  light  and  power 
service,  are  owned  and  operated  by  municipal  governments,  un- 
der a  plan  of  public  ownership  and  operation.  In  rare  cases 
the  properties  rendering  pub lie -utility  service  are  owned  by 
private  investors  and  operated  by  municipal  authorities. 
There  are  also  instances  of  public  ownership  with  private 
operation*   Practically  all  electricity  and  gas  is  distributed 
and  sold  by  public  utilities  o^med  and  operated  by  corporations. 
The  investment  in  these  corporations  varies  from  a  few  thousand 
to  a  half  billion  dollars. 

The  same  general  system  of  accoxints  is  applicable  to  this 
entire  range,  from  the  smallest  to  the  largest  public-utility 
investanent.  This  adaptability  of  the  same  accounting  system  is 
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obtained  by  a  condensation  of  many  of  the  primary  accounts  for 
the  use  of  the  smaller  companies.   For  the  use  of  the  larger 
companies,  the  primary  accounts  may  be  further  subdivided,  so 
that  a  more  comprehensive  schedule  and  elaboration  of  cost  data 

is  obtained* 

Likewise,  the  plan  of  organization  and  the  duties  of  the 
officers  will  vary  greatly •  This  variation  is  due  principally 
to  the  fact  that  the  larger  the  business  the  greater  the  neces- 
sity for  a  subdivision  of  functions,  by  which  certain  executives 
and  officers  may  become  specialists  in  a  particular  field* 

The  organization  chart  shown  in  Figure  16  represents  an  elec- 
tric utility  in  the  state  of  Illinois.   It  is  typical  of  the 
more  common  form  of  organization,  and  indicates  In  a  general  way 
the  division  of  duties* 

It  must  not  be  assumed  that  similar  titles  in  different  or- 
ganizations always  carry  exactly  similar  duties;  for  instance, 
the  title  "vice-president,"  "general  manager,"  or  "general  su- 
perintendent" in  one  organization  may  cover  duties  quite  a 
little  different  in  some  respects  from  those  performed  by  officers 
carrying  similar  titles  In  other  organizations.  In  practically 
every  organization  the  duties  assigned  to  particular  officers 
are  inclined  to  shift  more  or  less  in  recognition  of  special 
aptitude  of  certain  officers  for  the  discharge  of  particular 
duties  and  similar  considerations* 

Books  of  Account*  Records*  and  Forms,  -  Practically  all  pub- 
lic-service commissions  require  that  the  bookkeeping  of  public 
utilities  shall  be  kept  by  the  double-entry  method,  except 
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statistical  accoimts.  The  utilities  are  required  to  keep  gen- 
eral accoimting  books  and  other  books  of  record,  such  as  minute 
books,  v/hich  may  be  useful  in  developing  the  history  of  trans- 
actions. The  utilities  in  many  states  have  no  authority  to  de- 
stroy records  unless  the  rules  of  the  commissions  allow  such 
destructions  after  a  specified  time. 

In  electric,  gas,  and  water  utilities  the  principal  books  of 


account  are: 


'  Im  Journals • 

2.  Cash  rocoixis, 

3.  Voucher  register. 
4#  General  ledger. 

5.  Customers'  ledger. 

6.  Operation  and  maintenance  register. 

7.  Investment  ledger. 

Journals.-  The  simple  form  of  journal  is  still  being  used  by 
many  utilities,  especially  for  recoiling  entries  which  only  af- 
fect the  general  ledger,  and  for  the  purpose  of  summarizing  the 
entries  made  in  subsidiary  records.  It  has,  to  some  extent, 
been  superseded  by  the  use  of  joui-nal  vouchers  and  other  columnar 
distribution  books,  which,  of  co\Jirse,  are  only  other  forms  of 

journals • 

Most  of  the  utility-accounting  systems  of  to-day  include  the 
journal  voucher,  but  its  use  differs  considerably  in  the  various 
companies.  However,  the  principal  purposes  in  all  cases  are  to 
furnish  the  bookkeeper  with  proper  authority  for  making  each 
entry,  and  to  place  the  responsibility  for  the  entries  on  the 
officers  or  employes  in  charge  of  the  various  departments. 

Only  one  illustration  of  a  journal  voucher  is  submitted  in 
Form  1,  as  the  variations  in  other  forms  are  of  a  minor 
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character*  The  journal  voucher  is  used  in  various  ways,  among 
which  the  following  three  uses  are  the  most  common: 

1.  All  entries  which  affect  the  subledgers  are  entered  in 
a  colimmar  petty  journal,  where  both  debit  and  credit 
coltimns  have  been  provided  for  each  account  which  is 
reasonably  active.  All  entries  which  affect  only  the 
general  ledger  are  entered  in  the  general  journal. 

2.  In  this  case  all  of  the  joxirnal  entries  are  posted  in- 
dividually to  the  accounts  in  the  subledgers,  which  con- 
tain all  accounts  that  are  not  in  the  nature  of  stunmary 
accounts  (such  as  Account  401,  Operating  Revenues,  and 
101,  Fixed  Capital).  These  entries  are  not  posted  to 
the  general  ledger,  but  at  the  end  of  each  month  a 
siumnary  is  made  of  the  net  changes  during  the  month  in 
the  various  accounts  in  the  subledgers,  and  these  net 
changes  form  the  basis  of  an  entry  in  the  general  jour- 
nal, which  is  in  the  usual  form,  from  whence  they  are 
posted  to  the  general  ledger. 

3.  In  this  case  the  journal  vouchers  are  posted  direct 

to  both  the  general  ledger  and  the  subledgers  and  con- 
stitute the  only  journal  in  use. 

These  journal  vouchera  iihould  be  retained  as  a  part  of 
the  company's  permanent  records.     The  best  way  to  pre- 
serve them  is  to  have  them  bound  in  volumes  of  conven- 
ient size* 
Voucher  System.-  The  voucher  system  of  public  utilities  does 
not  differ  materially  from  the  voucher  system  of  companies  en- 
gaged in  other  kinds  of  business,  with  the  exception  of  the  ex- 
tent to  which  the  distribution  is   carried.     All  expenditures  of 
public  utilities  must  be  distributed  to  the  various  accounts 
prescribed  by  the  public-service  commission  under  the  r\iles  of 
which  it  operates.     In  many  instances  a  utility  will  operate 
in  several  localities,  which  makes  it  desirable   and  in  some 
ea9ad  necessary  to  further  subdivide  every  account  by  geographical 
divisions.       In  many  of  the  larger  companies  the  officers  have 
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chosen  to  make  still  further  subdivisions  of  the  accounts  pre- 
scribed by  the  public-service  commission.  This  indicates 
briefly  the  great  extent  to  which  the  distribution  must  be  car- 
ried. Frequently  it  is  not  practicable  to  design  a  voucher 
register  with  a  sufficient  number  of  columns  to  provide  for  all 
accounts.  For  this  reason  a  simple  columnar  sheet  is  sometimes 
used  to  supplement  the  voucher  register,  and  all  of  the  vouchers 
are  distributed  to  the  various  accoimts  thereon. 

The  particular  electric  utility  sometimes  referred  to  herein 
uses  a  voucher  register  having  nineteen  columns  for  the  distri- 
bution of  the  charges.  The  totals  of  these  columns  furnish  the 
entries  to  be  made  in  the  control  accounts,  while  each  voucher 
Is   also  posted  directly  to  the  primary  accounts  in  the  subledgers. 
The  results  under  this  method  are  very  satisfactory. 

General  Ledger.  -  The  general  ledger  as  kept  by  pulDlic  utilities 
does  not  differ  from  the  general  ledger  of  most  other  concerns* 
The  orJLy  question  that  might  arise  would  be  as  to  wh8.t  accounts 
should  be  kept  in  the  general  ledger  and  what  accounts  should 
be  kept  in  subsidiary  ledgers.  It  has  been  found  to  be  good 
practice  to  keep  in  the  general  ledger  those  accounts  wliich  are 
defined  as  "balance-sheet  accounts,"  "income  accounts,"  and 
"profit  and  loss  accounts."  Separate  subsidiary  ledgers  should  \ 
be  provided  for  the  fixed-capital  accounts,  the  operating-revenue 
accounts,  and  the  operating-expense  accounts,  these  being  rep- 
resented in  the  general  ledger  by  their  respective  controlling 
accounts. 

Accounting  for  Sales  -  The  principal  forms  necessary  to  ac- 
count for  sales  of  gas,  water,  or  electric  energy  are: 
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!•  Meter-reading  cards  or  records. 

2.  Consumers  *  bills. 

3.  GonsuDiers'  ledger. 

Meter-Reading  Cards.  -  The  first  form  which  comes  into  use 
in  connection  with  the  recording  and  billing  of  the  service 
rendered  each  consumer  is  the  meter -reading  card  or  record. 
Two  copies  of  such  form  are  shown  in  Forms  2  and  3,  Form  2  being  for 
electric  utilities  and  Form  3  for  gas  utilities.   The  form  for 
water  utilities  is  similar  to  Form  3,  with  information  pro- 
vided for  water  instead  of  gas.  These  meter-reading  cards  are 
bound  in  a  loose-leaf  binder  and  are  arranged  according  to  cer- 
tain groups,  so  that  the  meter  reader  may  follow  the  oiKier  of 
these  cards  and  be  sure  Of  reading  all  of  the  meters  on  a  given 
street  while  he  is  working  in  that  locality.  Where  the  same 
utility  operates  both  a  gas  and  electric  department,  the  meter- 
reading  caMs  for  electricity,  gas,  or  water  can  be  placed  to- 
gether in  the  same  route  book.  The  only  information  filled  in 
by  the  meter  reader  is  tliat  called  for  in  the  first  three  columns, 
namely,  his  name  or  number,  the  date,  and  the  meter  reading.  The 
information  called  for  in  the  other  columns  is  filled  in  at  the 
office  after  the  cards  are  turned  in» 

Cbnsumers*  Bill  and  I.edger.-  The  next  important  forms  are 
the  consumers*  bill  and  the  consumers «  ledger  page*  Many 
methods  and  forms  have  been  tried  by  utilities  in  order  to 
save  time  and  labor  and  prevent  errors  in  billing.  The  most 
progressive  utilities  have  adopted  some  means  by  which  the  con- 
sumers«  bill  and  the  consumers*  ledger  account  are  made  at  one 
writing*  To  illustrate  thl.s  plan,  an  electric-light  bill. 
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consumera'  ledger  page,  and  a  recapitulation  of  sales  sheet  of 
an  electric  utility  are  shown  in  Forms  4,  5,  and  6,  as'  they  are 
Placed  for  recording  the  information  by  the  use  of  an  Elliott- 
Pisher  billing  machine,  m  this  case  both  the  ledger  page  and 
the  recapitulation  of  sales  sheet  must  contain  the  identical 
figures  Shown  on  the  consumers,  bill,  because  they  are  all  made 
at  one  writing  by  means  of  two  :x>lls  of  carbon  paper,  the  con- 
sumers' bill  being  the  original. 

Billing  by  Machine  Comt.a..»H  »rith  Billing  b;r  H»n^  .  a  system 
Of  combined  billing  and  ledger  posting  as  applied  to  customers, 
accounts  has  been  adopted  by  a  number  of  electric  light  and 
power  companies. 

In  the  case  referred  to  above,  the  city  is  divided  into  four 
districts,  each  district  being  subdivided  into  twenty-six  sec- 
tions, so  as  to  lay  out  a  given  territory  to  be  covered  during 
each  Of  the  usual  twenty-six  meter-reading  days.  The  customers' 
accounts  are  arranged  on  loose-leaf  ledgers  in  alphabetical 
order  as  to  street,  and  then  numerically  as  to  street  number, 

to  correspond  with  aeter-reading  books,  to  facilitate  machine 
posting. 

Under  the  old  system  of  billing,  one  clerk  posted  the  meter 
reading  to  the  ledger,  another  clerk  extended  the  ledger,  and 
still  another  made  out  the  bills  by  long  hand.   These  bills 
were  then  taken  to  an  adding  macMne  and  a  list  made  of  the  net 
amounts  of  the  bills.  The   ledgers  were  then  turned  over  to 
another  department  to  draw  off  th<»  kilowatt  hours  and  the  net 
bill,  to  check  extension,  and  obtain  data  for  revenue  reports. 
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Machine-Billing  Routine.  ^*  The  meter  cards  are  turned  over  to 
a  figtaring  clerk,  who  computes  the  consumption  for  each  consumer. 
By  doing  this  work  before  the  meter  cards  go  to  the  machine 
biller,  errors  in  figuring  the  base  are  almost  entirely  elimi- 
nated, and  much  of  the  time  generally  taken  for  making  out  cor- 
rected bills  is  saved.  The  current  month*  s  consumption  is  com- 
pared with  that  of  the  preceding  month's,  and  where  an  abnormally 
high  or  low  consumption  is  disclosed  the  account  is  held  out  and 
an  '^investigation  order"  is  issued.  This  precaution  eliminates 
many  errors  before  the  bills  are  rendered. 

The  meter  cards  are  then  sent  to  the  work  dispatchers  of  the 
customers*  accoxmts  department  of  the  respective  districts,  who 
assign  them  to  the  machine  operators.  The  operator  then  places 
a  recapitaluation  of  sales  sheet  (see  Form  6)  in  the  machine  and 
heads  it  with  name  of  the  operator  and  any  other  information  for 
identification.  This  sheet  is  inserted  under  the  bottom  carbon 
of  the  machine,  where  it  remains  accumulating  all  the  postings 
until  it  is  fttllt  or  to  the  end  of  the  run  if  there  are  not 
enough  postings  to  fill  the  sheet.  The  operator  then  places  the 
ledger  page  (see  Form  5)  between  the  two  rolls  of  carbon  paper 
In  the  proper  aligning  position. 

The  bills  have  previously  been  addressed  and  dated  (shpwing 
date  of  bill,  meter-reading  dates  and  discount  date)  in  one 
operation  by  means  of  an  addressograph  machine  equipped  with  a 
special  dating  device.  As  the  addressograph  plates  are  filed 
in  the  same  order  as  the  ledger  accounts,  the  bills  will  be  in 
the  right  order  for  the  billlAg  and  posting  operation. 
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The  operator  then  places  the  bill  (see  Form  4)  corresponding 
to  the  meter  card  and  ledger  page  on  top  of  the  upper  carbon, 
and  is  then  ready  to  bill  the  account  and  post  in  the  follow- 


ing order: 
1. 


2. 


4. 


5. 


6* 


7. 


8. 


9. 


Date  of  present  reading  obtained  from  meter-reading 
card*  This  date  appears  on  the  ledger  sheet  only, 
a  tape  being  placed  in  the  machine,  which  prevents 
it  copying  either  on  the  bill  or  "recap." 

Present  reading  obtained  from  the  meter-reading 
card. 


S.     Previous  reading  obtained  from  the  meter-reading 
card  • 


Consumption  cumputed  automatically  by  the  billing 
machine.  This  difference  must  agree  with  the  con- 
stanption  figure  filled  in  on  the  reading  slip  by 
the  meter  department,  and  when  typed  on  the  bill 
the  amount  remains  in  the  cross-footer  register  to 
be  automatically  distributed  to  the  three  rate 
columns.  Where  the  constant  is  other  than  one, 
special  rules  have  been  worked  out  whereby  the 
machine  operator  bills  such  accounts  very  accurate- 
ly* 

Consumption  at  the  first  rate  is  obtained  from  the 
meter-reading  card. 

Consumption  at  the  second  rate  is  the  same  as  the 
first  rate  when  the  total  consvunption  is  greater 
than  two  times  the  consumption  at  the  first  rate. 

Consumption  at  the  third  rate  is  the  amotint  remain- 
ing in  the  cross-footer  and  is  automatically  ob- 
tained, being  that  portion  of  the  total  consumption 
remaining  after  deducting  two  times  the  consumption 
at  the  first  rate. 

Gross  bill  is  mentally  calciilated  by  the  machine 
operator,  using  a  short  formiaa  of  multiplying  the 
total  consumption  by  a  constant  and  adding  it  to 
the  consumption  at  first  rate,  which  is  multiplied 
by  a  constant.  Operators  are  taught  rapid  mental 
calculation  at  their  instruction  classes,  and  ex- 
tend 75  per  cent  of  the  bills  mentally.  The  gross 
bill  also  registers  in  the  cross-footer  register. 

Cash  disco\mt  is  then  t:^Tped  on  the  bill,  which  is 
figured  by  the  operator. 
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10.  Net  bill  is  the  result  left  in  the  cross-footer, 

which,  after  being  typed,  clears  the  cross-footer  and 
checks  the  entire  operation*  The  entry  of  gross  bill, 
discovint,  and  net  bill  is  repeated  on  the  cashier »s 
stub  of  the  bill*  The  star  check  key  is  used  to  in- 
dicate to  the  operator  the  following*  month  that  the 
next  line  is  the  proper  line  to  post  to  in  the  ledgers. 

He  Street  and  house  nuinber  are  v/ritten  at  the  extreme 
right  of  Form  6  in  order  to  identify  the  line  entry 
with  the  proper  ledger  account* 

12«  If  the  customer  is  a  commercial  customer,  a  "C"  is 
typed  after  the  address.  Also,  the  operator  types 
in  a  symbol  for  rate  schedule  if  this  should  be 
other  than  the  re^jular  schedule,  which  with  this 
company  covers  about  80  per  cent  of  the  customers* 
The  next  posting  follows  exactly  the  same  routine, 
and  so  on  until  tliat  ledger  is  billed  or  the  end  of 
the  revenue  sheet.  Form  6,  reached*  At  the  end  or 
the  run  the  operator  copies  the  columnar  totals  from 
the  machine  upon  the  revenue  sheet.  Form  6,  and  passes 
the  revenue  sheet  and  bills  to  the  checking  division. 

In  the  checking  division,  the  checkers  first  prove  the  con- 
sumption* The  total  consumption  shown  on  Form  6  must  equal  the 
difference  between  the  present  and  previous  readings*  Likewise 
the  sum  of  the  three  rate-column  totals  must  equal  the  total 
consumption*  Net  rates  are  then  applied  to  each  of  the  three 
rate  columns*  The  total  should  equal  the  total  of  the  net  bill 
column,  making  addition  or  deduction  for  minimum  charges,  rental 
charges,  or  discount  for  accounts  billed  at  rates  other  than  the 
regular  schedule  as  indicated  on  the  revenue  sheet*  By  checking 
revenue  sheet,  30  to  40  postings  are  checked  at  one  time  in  per- 
feet  work*  It  is  seldom  thtit  work  is  imperfect  on  any  sheet* 
In  cases  where  totals  do  not  check,  the  checker  goes  over  in- 
dividual accounts  on  revenue  sheet  and  locates  the  error*  The 
erroneous  entry  is  ruled  off  and  the  correct  figures  written  in. 
The  incorrect  bill  and  the  ledger  are  corrected  by  the  checker 
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and  each  correction  Is  again  checked  by  the  work  dispatcher* 

After  the  rate  checker  has  checked  the  total  on  revenue 
sheets,  these  are  turned  over  to  a  clerk  who  operates  an  ad- 
ding typewriter  and  draws  off  all  special  billing,  classifying 
same  by  rates,  and  commercial  customers  (see  Figure  13  in  Part 
VIII),  showing  number  of  customeps,  kilowatt  hours,  amount  at 
first  rate,  amount  at  third  rate,  net  bill  and  excess,  if  any; 
and  also  makes  a  total  summary  of  revenue  sheets • 

The  subtract  key  is  then  set  on  the  machine,  and  as  each  rate 
is  redrawn  off  by  the  process  of  elimination,  we  obtain  the  data 
on  residence  billing,  which  is  the  difference  between  the  total 
summaries  and  special  billing*  Check  is  again  applied  to  these 
figures  by  the  rate  checkers,  and  this  record  turned  over  to  the 
statistical  department  to  make  up  reports  on  customers*  accounts, 
as  is  shown  in  Figure  18. 

You  will  note  that  Form  6  is  perforated*  One  half  goes  to  the 
auditing  department,  where  it  is  entered,  and  accumulation  totals 
are  checked  during  the  month  with  the  statistical  department  and 
are  used  for  the  general  balance  sheet*  The  other  half  is  used 
as  the  control  for  the  balancing  of  customers*  ledgers* 

While  the  rate  checker  is  checking  the  revenue  sheet,  the 
bills  are  being  compared  with  the  ledger  by  another  clerk  for 
name,  address,  meter  number,  reading  dates,  and  whether  customer 
has  any  special  billing  instruction  which  the  machine  biller  may 
have  overlooked*  All  corrections  on  bills  are  made  by  typewriter, 

The  bills  are  then  turned  over  to  the  bookkeeper,  who  adds  to 
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the  Mil  any  prerlous  paat-due  «nounta,  aervlce-repalr,  laa,,- 
renewal,  or  deferred-payment  charges.   Servlce-repalr  and  lamp- 
renewal  charges  are  carried  on  cuatomerst  ledger  sheet.   The 
bills  are  then  sent  to  the  bill-delivery  division  to  be  sent 
out  to  the  cu3tomer# 

Another  form  of  conaumerst  ledger  which  has  been  used  ex- 
tensively m  the  past,  but  Which,  to  a  large  extent,  has  been 
superseded.  Is  the  progressive  or  Boston-style  ledger.   This 
form  contained  columns  at  the  left-hand  side  of  the  page  In 
Which  the  names  of  the  customers  were  listed,  together  with 
certain  other  important  data,  such  as  the  address,  the  loca- 
tion Of  meter,  meter  number,  date  the  meter  was  Installed,  etc., 
and  contained  a  series  of  columns  for  the  recording,  for  each 
month  Of  the  year,  the  amount  of  service  rendered,  the  amount 
billed,  the   amount  paid,  and  the  balance  in  the  account,  and 
any  other  data  desired.  This  style  has  proved  to  be  very  dif- 
licult  and  cumbersome  to  handle,  especially  m  territories  where 
there  la  considerable  growth  and  many  new  ctmsumers  are  taken 
on  or  where  there  is  a  large  percentage  of  renters  who.  move 
from  place  to  place  at  frequent  Intervals.   Besides  these  ob- 
jections, all  entries  must  be  made  by  hand  and  the  duplicate 
billing  system  cannot  be  used. 

Record  of  Constimers.  Deposits.  -  A  utility  often  requires  its 
customers  to  make  a  cash  deposit  as  security  for  the  payment  of 
the  charges  for  services  rendered.   Interest  is  paid  to  the 
customers  on  these  deposits.   To  provide  for  the  sccounting  of 
customers,  deposits,  a  deposit  receipt  (Form  7)  and  a  deposit 
record  (Form  a)  are  used. 
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Operating  Ledger >  -  The  operating  and  maintenance  expense 
accounts  may  be  conveniently  kept  by  the  use  of  bookkeeping 
machines •   The  iorm  of  operating  ledger  shown  In  Form  9  Is  made 
up  In  duplicate,  so  that  the  duplicate  copy  can  be  sent  to  the 
department  head  In  charge  of  this  expenditure.   This  form  Is 
used  for  each  Individual  operating  account  or  subaccount,  and 
also  for  each  individual  work  order  which  is  chargeable  to  some 
one  of  these  operating  accounts  or  subaccounts.  In  order  to  get 
the  total  charges  to  any  one  subaccount  for  any  one  month,  it 
may  be  necessary  to  take  the  total  of  anywhere  from  2  to  100 
ledger  sheets  for  work  orders  chargeable  to  this  subaccount* 
The  same  is  true  of  the  main  account*    Separate  columns  are 
provided  in  order  to  classify  the  entries  according  to  the  source 
from  which  the  information  is  taken* 

The  posting  of  charges  for  material  is  made  direct  from  the 
individual  supply  tickets.   The  vouchers,  including  pay-roll 
for  which  one  monthly  voucher  is  prepared,  are  posted  individu- 
ally from  the  voucher  register.   The  journal  entries  are  posted 
individually  from  each  journal-entry  voucher* 

In  order  to  Insure  accuracy  in  posting  supply  tickets,  vouch- 
ers, and  Journal  entries  are  posted  by  hand  to  each  account  as 
listed  on  an  analysis  foann*   This  practically  duplicates  the 
work  of  posting  to  individual  accounts,  but  it  furnishes  a  check 
on  the  accuracy  of  the  posting*   This  analysis  sheet  is  usually 
ccnapleted  before  the  operator  has  been  able  to  complete  her 
ledger  postings,  and  therefore  It  makes  the  detailed  figures 
available  for  monthly  statements  at  an  earlier  date*  Any  errors 
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that  are  discovered  later  are  corrected  by  journal  entry  m  the 
following  month. 

Besides  this  check,  the  totals  of  the  supply-ticket  debits 
and  credits  to  all  operating  expense  accounts  in  the  operating 
ledger  are  checked  with  a  suioraary  of  supply  requisitions.  The 
charges  for  pay  rolls  are  accumulated  and  checked  with  the  total 
amount  chargeable  to  operating  expense  as  shown  on  the  pay-roll • 
In  a  similar  manner  the  totals  of  voucher  charges  and  debit  and 
credit  journal  entries  are  checked  with  totals  in  the  voucher 
register  and  the  journal  to  insure  accuracy  in  recording  trans- 
actions. 

Time  Reports  and  Pay  Rolls.  Mediums-Sized  Utility,  -  In  most 
medium-sized  utility  companies  the  chief  engineer,  the  super- 
intendent, and  the  office  manager  usually  are  responsible  for 
reporting  all  employes »  time.   This  is  usually  done  on  daily 
time  reports,  as  shown  in  Form  10.  These  daily  reports  are 
then  summarized  on  Form  11.  The  one  making  up  the  summary  of 
daily  time  reports  must  exercise  his  own  judgment  as  to  how 
many  names  he  cen  list  on  each  sheet.   This  form  is  printed  on 
both  sides  and  is  devised  for  a  semi-monthly  pay-roll,  the 
last  half  of  the  month  being  recorded  on  the  opposite  side  of 
the  sheet.  The  lines  are  far  apart,  to  allow  room,  for  inter- 
lining. On  the  first  and  sixteenth  of  each  month  the  totals 
and  distribution  are  taken  off  this  summary  sheet,  and  the 
regular  pay  roll,  as  shown  in  Form  12,  is  made  up  and  attach- 
ed to  the  voucher  covering  the  amount  of  the  pay-roll.  If 
payment  is  made  by  checks,  these  are  also  made,  and  then 
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voucher  and  checks  are  passed  to  the  proper  officials  for  sig- 
nature and  approval. 

Time  Reports  and  Payrolls.  Large  Utility.  -  The  following 
forms  and  comments  illustrate  methods  used  by  the  larger  utili- 
ties, wM-ch  desire  more  detailed  information.  The  particular 
utility  using  these  forms  has  a  monthly  pay-roll  exceeding  one 

million  dollars. 

Outside  Employes.  -  In  the  case  of  outside  employes  working 
under  the  direction  of  a  foreman,  and  possibly  in  a  few  other 
cases,  such  as  a  gang  of  carpenters,  the  foreman  is  responsible 
for  the  correct  reporting  of  the  time  worked  by  each  employe, 
together  with  the  proper  distribution  of  his  time.  He  does 
this  on  daily  labor  reports,  such  as  the  one  shown  in  Form  13. 
When  these  are  received  at  the  tiraekeeper •  s  office  tney  are  filed 
according  to  employes,  so  that  at  the  end  of  each  pay-roll 
period  all  of  the  daily  labor  reports  for  each  employe  will  be 
in  the  same  file.  The  total  of  the  time  worked  in  each  pay- 
roll period  as  shown  by  these  daily  labor  reports  forms  the 
basis  for  the  amount  which  is  paid  the  employe. 

The  distribution  of  an  employe's  time  according  to  the  work 
on  which  he  was  eaqployed  is  summarized  as  follows:  Every  four 
or  five  days  a  conqitometer  operator  summarizes  the  charges  for 
those  particular  four  or  five  days  and  shows  this  summary  in 
the  last  column,  headed,"  Timekeeper  only,"  on  the  most  recent 
dally  labor  report  then  in  the  office.  The  summary  for  the 
second  four  or  five  day  period  will  include  the  amounts  shown 
In  the  first,  and  so  on,  so  that  the  last  summary  at  the  close 
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of  the  pay-roll  period  will  contain  the  full  distribution  for 
the  whole  period.  At  the  close  of  the  pay-roll  period  these 
daily  labor  reports  are  turned  over  to  clerks  who  draw  off  the 
charges  by  accounts  on  certain  columnar  ruled  sheets,  using  one 
column  for  each  account.  Separate  sheets  are  made  up  for  each 
department,  and  within  each  department  certain  groupings  of 
accounts  are  maintained.  The  purpose  of  all  of  this  separation 
into  departments  and  groups  of  accoxints  charged  is  to  enable 
the  ready  location  of  any  errors  that  may  be  made  in  the  various 

postings. 

Inside  Employes  on  Hourly  Rata  -  This  class  represents  prin- 
cipally men  engaged  at  the  various  power  houses  and  substations. 
Most  of  these  men  have  work  which  is  fairly  well  established  as 
to  the  account  which  is  chargeable  with  their  pay  and  have  fair- 
ly regular  hours*  For  this  reason  the  time-clock  system  is 
used  for  keeping  their  time.   These  time  cards  show  the  account 
to  which  the  employes'  wages  should  be  charged  and  furnish  the 
basis  for  the  entry  on  the  pay-roll  of  the  amounts  due  them. 

General  Office  Employes  and  Other  Monthly-Rate  Employes,  -  Most 
of  the  employes  on  the  monthly-rate  pay-roll  do  not  punch  the 
time  clock,  but  are  paid  their  monthly  wage,  based  upon  the  orig- 
inal authority  of  inclusion  on  the  pay-roll.  Any  reductions 
because  of  absence  or  other  causes  is  handled  in  a  special  way. 
The  monthly-rate  pay-roll  employee  card,  (Form  14),  besides 
furnishing  the  office  record  of  the  authorized  rate,  is  also  the 
source  of  information  for  making  up  the  monthly  pay-roll  and  the 
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distribution  of  pay-roll  charges. 

Distribution  of  Cliarges  and  Balancing  of  Pay-Rolls,  -  After 
the  charges  have  been  distributed  to  the  various  accotmts,  work 
orders  or  other  classifications  on  the  distribution  sheet, 
covering  the  whole  pay-roll  period  of  half  a  month,  a  comptometer 
operator  makes  a  summary  of  tlie  total  charges  for  each  depart- 
ment and  classifies  this  by  certain  main  groupings,  which  are 
considered  as  controlling  accounts,  one  of  these  being  "account 
numbers",  another  "work  orders",  etc.  The  total  of  these  dis- 
tribution sheets  for  any  one  department  must  agree  with  the  total  of 
the  pay-roll  sheets  for  that  department. 

At  the  end  of  each  pay-roll  period  these  distribution  sheets 
are  turned  over  to  clerks  who  post  the  charges  on  certain  ledger 
pages  by  means  of  Burroughs  Duplex  Posting  Machines.  The  post- 
ing clerk  will  post  to  the  individual  accounts  all  of  the  charges 
affecting  accounts  designated  by  standard  numbers,  while  the 
machine  accumulates  the  grand  total  of  such  charges,  which  to- 
tal he  transfers  to  a  control  ledger  sheet  of  the  same  form  bear- 
ing the  title  "account  numbers".  In  a  similar  manner  he  posts 
all  charges  to  work  orders  on  individual  work-order  ledger  sheets  and 
accumulates  the  total  of  such  charges,  which  he  posts  on  the 
^•work -order"  control  ledger  sheet.   In  this  manner  a  complete 
check  is  had  of  the  posting  done  by  this  clerk,  in  that  the  to- 
tal figiire  which  he  posts  to  the  control  sheet  for  any  one  de- 
jiartment  must  agree  with  the  summary  on  the  distribution  of  pay- 
roll sheet  for  that  department,  which  suminary  was  made  by  a 
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comptometer  operator  and  has  been  balanced  with  the  pay-roll 
showing  the  amounts  actually  paid»  By  this  method  it  is  very 
easy  to  locate  discrepancies,  as  they  can  readily  be  allocated 
to  a  certain  group  of  acoo\mts  and  to  a  certain  department  pay- 
roll, thereby  eliminating  the  necessity  of  hunting  through  the 
pay-rolls  of  all  departments. 

After  all  of  the  labor  charges  for  the  entire  month  have  been 
posted  to  the  ledger  page,  a  summary  is  made  of  the  totals 
charged  to  each  account,  work  order,  or  other  classification,  in 
detail,  which  sumraary  is  forwarded  to  the  auditing  department* 
This  forms  the  basis  for  the  entry  in  the  general  ledger  and 
subledgers,  covering  all  pay-roll  charges. 

Pay-roll,-  The  pay-roll  or  register  of  checks  (Form  15)  is 
prepared  by  the  timekeeper.  He  fills  in  the  name  of  payee,  rate, 
petty-cash  outlay  to  be  refunded  employe,  and  total  amount  due 
him.  The  check  numbers  are  filled  in  by  the  paymaster.  In 
the  case  of  monthly-rate  employes,  the  reports  of  petty-cash 
disbursements  are  not  received  until  after  the  salary  has  been 
paid.  Therefore,  in  those  cases  a  separate  check  is  made  out 
for  the  petty^^cash  items. 

When  the  pay-roll  has  been  received  by  the  paymaster,  he 
first  checks  any  items  appearing  on  the  pay-roll, which  have 
already  been  paid,  due  to  employes  leaving  the  company »s  ser- 
vice, going  on  vacation,  or  for  any  other  reason,  and  indicates 
in  the  column  headed  "pay-check  number"  the  number  of  any  such 
pay  checks  that  have  already  been  issued.  He  also  checks  his 
records  with  regard  to  any  merchandise  charges  or  loans  made  by 
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eiaployes  wliich  should  be  deducted  from  the  pay  check.  After 
having  done  this,  the  pay  checks  are  prepared.  The  payee's 
iiane  and  address  and  the  peri<3d  for  which  the  payment  is  made 
are  inserted  by  means  of  an  addressograph  machine •  The  amount 
to  be  paid  ia  inserted  by  meajis  of  check-writing  machines,  and 
the  signatures  are  affixed  by  means  of  signograph  machines* 
After  the  checks  have  been  prepared  and  have  been  balanced  against 
the  pay-roll  sheets,  they  are  distributed  by  the  pay-roll  depart- 
ment, or,  in  some  cases,  sent  through  the  U.  S.  mails •  These 
pay  chocks  are  regular  bank  checks,  and  are  not  ordinarily  pajr- 
able  by  the  company's  cashier.  All  of  these  checks  become  voil 
after  a  period  of  90  days,  so  that  any  checks  that  are  not  cashed 
within  the  90-day  period  are  transferred  from  the  pay-roll  ac- 
count to  the  unclaimed  pay-roll  account.  Any  employee  who  does 
not  cash  his  check  within  the  90-day  period  must  come  to  the 
office  and  receive  a  new  check. 

Cash  Receipts. -  In  a  large  utility  serving  the  residents  of 
ct  large  city  the  cash  receipts  come  in  thru  a  large  nvanber  of 
medixuBS.  The  utility  may  have  district  offices  which  collect 
bills.   Some  bills  are  paid  to  the  various  tellers  at  the  main 
office;  a  great  number  are  paid  by  check  sent  through  the  U,  S. 
mail;  some  are  paid  to  collectors  who  are  sent  to  collect  over- 
due accounts;  somc>  are  paid  tlxru  other  agencies,  such  as  elec- 
tric-appliance stores,  or  other  business  houses  with  whom  ar- 
rangements have  been  made  to  accept  payment  of  the  utility's 
monthly  bill.   In  a  case  of  this  kind  there  are  a  great  number 
of  accounting  forms  necessary  for  the  purpose  of  properly  as- 
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sembllng  and  reporting  the  collections  to  the  cashier. 

The  cashier's  department  first  snrnmarizes  and  balances  the 
bill  stubs  with  the  cash  received,  according  to  these  various 
mediums  of  collection,  so  as  to  allocate  errors  before  the 
funds  and  the  bill  stubs  of  the  various  collection  mediums 
are  combined.  After  this  has  been  done,  the  checks  and  cash 
are  listed  and  made  ready  for  depositing  in  the  banks.  The 
bill  stubs  up  to  this  time  have  been  sorted  in  accordance  with 
the  various  districts  and  medj.ums  of  collection.  They  are  now 
sorted  according  to  the  custorier's  ledger  arrangement  and  street 
address.  These  stubs  are  then  listed  on  certain  "cash  receipts'* 
sheets  (Form  16),  in  order,  according  to  ledger  nximber  and  under 
each  ledger  in  the  order  of  street  address.  This  is  the  final 
daily  cash-receipt  record,  a  summary  of  which  is  entered  in  the 
cashbook.  A  copy  of  these  individual  sheets,  together  with  the 
bill  stubs,  is  sent  to  the  accotmts-receivable  bookkeeper  to 
make  the  proper  credit  entries  for  the  payments  made.  The  only 
amount  listed  by  the  cashier's  department  on  these  •'cash  receipts 
forms  is  the  total  cash  received  from  each  customer,  which  amount 
is  shown  in  the  "amount"  colvutn.  The  bookkeeper,  however,  makes 
use  of  the  other  coluimis  as  an  aid  in  balancing  his  ledgers. 

The  general  cash-receipts  book  may  be  designed  to  suit  the 
needs  or  desires  of  the  particular  utility.  The  Utility  using 
the  other  forms  shown  herein  has  provided  columns  in  its  cash- 
receipts  book  for  merchandise  account,  employes'  ledger,  line 
extensions,  meter  deposits,  company's  stock  sales,  and  consiamers' 
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light  and  power  accounts,  according  to  districts. 

Cash  Disbursements.-  ITae  electric  utility,  some  of  whose 
forms  have  been  illustrated  herein,  uses  a  standard  form  of 
voucher  check  with  a  duplicate  office  voucher.  Vlhen   the  orig- 
inal voucher  lias  been  properly  approved,  it  is  sent  to  the 
treasurer  for  payment.  The  check  is  prepared  in  his  office. 
The  date  and  name  of  the  paying  bank  is  entered  on  the  check 
by  means  of  a  rubber  stamp.  The  name  of  the  payee  and  the 
amount  (  in  numerals)  is  written  in  by  means  of  an  Elliott- 
Fisher  Billing  Machine,  By  means  of  carbon  paper  these  two 
items  are  copied  on  the  bank  register,  (Form  17)  in  the  same 
operation.  The  operator  at  this  time  runs  the  machine  beyond 
the  end  of  the  check  and  enters  in  the  bank  register  the  voucher 
number,  check  nomber  (one  series  for  each  banlc),  and  in  the  prop- 
er bank  column  repeats  the  amount  of  the  check.  As  a  separate 
operation,  the  operator,  using  the  same  machine,  inserts  on  the 
check,  the  check  number,  address  of  payee,  dollar  mark,  and 
decimal  point.  The  amount  payable  is  also  written  out  in  full 
by  means  of  a  check-writing  machine. 

Work-Order  Ledger.  -  The  investment-ledger  sheet  shown  in 
Form  18  is  used  for  the  purpose  of  accumulating  the  various 
charges  made  to  each  work  order  which  will  be  finally  included 
in  the  fixed-capital  account.  The  method  of  posting  to  this 
ledger  sheet  is  the  same  as  was  explained  for  the  operating 
ledger.  This  record  of  the  total  cost  to  date  of  each  work 
order  is  filed  according  to  fixed-capital-account  numbers  and 
for  each  account  they  are  filed  by  work-order  number.  The 
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controlling  account  in  the  general  ledger  which  covers  this 
class  of  fixed  capital  under  construction  is,  for  electric 
utilities.  Account  No.  359,  "Unfinished  Construction".  When 
a  Job  has  been  completed  and  all  of  the  charges  to  that  work 
order  have  been  recorded,  a  journal  entry  is  made  transferring 
the  total  amount  from  the  unfinished-construction  account  to 
the  particular  fixed-capital  account  that  should  be  charged  with 
the  expenditure, 

Fixed-Capital-Accounts  Ledger.  -  The  form  shown  in  Form  19, 
entitled,  "Recapitulation  of  Fixed-Capital  Accounts",  comprises 
the  fixed-capital-accounts  ledger  as  kept  by  this  particular 
electric  utility.  It  is  very  simple  in  form,  and,  of  course, 
is  entirely  dependent  upon  the  subsidiary  records  for  any  detail. 

Determining  the  Orit^inal  Cost  of  Retired  Propet^ty.  -  when 
new  property  is  acquired  or  new  plant  is  constructed  the  orig- 
inal cost  thereof  should  be  segregated  as  to  principal  units  and 
properly  entered  in  records  provided  therefor,  so  that  it  will 
be  available  when  these  units  are  retired.  The  methods  and 
forms  used  for  preserving  the  original  cost  varies  with  the 
different  classes  of  property  and  other  conditions.  !Phe  methods 
used  by  a  certain  large  electric  utility,  in  providing  such 
recorda  of  the  original  cost  of  generating  plants  and  trans- 
mission and  distribution  system,  m&y  be  stated  as  follows: 
Generating  Plants.  -  The  eng;ineering  department  keeps  a 
record  of  all  additions  to  the  fixed-capital  accounts  covering 
generating  plants  classified  according  to  account  numbers  and 
also  according  to  location.  This  record  contains  the  follow- 
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Ing  coliiBuis: 

Work-order  nvonber. 

Location  (More   specific  designation  than  is  indicated  by  the 

entire  sheet.) 

Description. 

Estimated  cost. 

Date  work  order  was  issued. 

Date  work  order  was  closed. 

Actual  cost. 

Remarks • 

When  an  item  of  property  is  to  be  retired,  the  work  order 
under  which  it  was  installed  is  located  thru  tills  record.  The 
detail  of  this  work  order  is  then  gotten  out  of  the  files  and 
used  in  determining  the  acttial  original  cost  of  the  property  to 
be  retired.  In  many  cases  it  will  still  be  necessary  to  make 
certain  estimates,  especially  of  such  items  as  labor  of  install- 
ing the  equipment,  as  the  labor  charge  shown  xmder  the  work  order 
might  cover  the  labor  of  installing  several  different  units  that 
were  installed  at  the  same  time.  In  order  to  make  the  total  cost 
of  individual  units  more  readily  available  at  the  time  it  will 
be  wanted  in  connection  with  ttie  retirement  of  those  vmits,  the 
engineering  department  classifies  all  of  the  actual  costs  of  a 
certain  work  order  according  to  the  various  types  of  apparatus 
Installed  on  that  work  order.  Ihe  form  shown  in  Form  20  is 
used  for  that  purpose  and  shows  a  comparison  of  the  actual 
cost  with  the  estimated  cost.  Up  to  the  present  time  the  com- 
pany has  not  devised  a  scheme  for  recording  the  labor  costs  for 
the  various  units  or  types  of  apparatus  installed  on  the  same 

work  order. 

Transmission  and  Distribution.  -  This  company  operates  in 
but  one  city  and  does  not  keep  records  of  the  original  cost  of 
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the  individual  units  of  its  transmission  and  distribution  lines 
segregated  as  to  distribution  or  areas •  With  a  great  net  work 
of  lines  in  which  changes  are  constantly  taking  place,  it  would 
involve  an  iminense  amoimt  of  bookkeeping  to  maintain  a  record  of 
the  original  cost  of  each  unit  or  portion  of  line  in  service • 
The  company  does,  however,  have  records  of  the  xmit  costs  of  the 
various  types  and  sizes  of  conduit,  cable,  poles,  etc.  These 
unit  costs  are  applied  to  any  ujiits  or  sections  of  line  removed. 

Removal  of  Retired  Property  from  Fixed-Capital  Accounts-  In 
most  cases  tliis  company  prepares  a  separate  order  to  cover  the 
removal  or  retirement  of  fixed  capital,  even  tho  it  is  to  be 
replaced  by  another  unit.  The  cost  of  removing  the  property  is 
charged  against  this  work  order,  and  the  actual  credits  received 
for  the  material  recovered  are  credited  thereto •  The  difference 
between  these  two  entries  is  credited  (or  in  case  of  the  cost  of 
removal  exceeding  the  salvage,)  charged  to  the  fixed-capital  acco-unts. 
This  entry  closes  out  the  work  order.  At  the  same  time  a  re- 
cord is  made  on  a  ledger  sheet  entitled  "Property-Retired  Ledger 
Sheet",  (Form  21).  A  specimen  entry  has  been  shown  on  this  form. 
After  entering  the  work-order  number  and  the  account  number  af- 
fected, and  the  description  of  the  work,  there  is  entered  in 
the  first  column,  entitled  '^Estimated  Original  Cost",  the  amount 
shown  on  the  original  work  order  as  the  estimated  origlxial  cost 
of  the  property  retired.  In  case  the  salvage  exceeded  the  cost 
of  removal  the  net  credit  is  shown  in  red  in  the  next  column. 
However,  in  case  the  opposite  was  true,  the  net  would  be  shown 
in  black  in  the  third  colismn.  The  last  column  shows  the  total 
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amotmt  to  be  removed  from  the  fixed-capital  accoiint,  and  consists 
of  the  difference  between  the  fi37st  and  the  second  columns  or 
the  total  of  the  first  and  third  coliimns.  To  a  certain  extent, 
as  found  convenient,  separate  pages  are  maintained  for  each  ac- 
count or  for  each  type  of  apparatus  or  location.  A  summary  is 
Bade  of  the  amounts  shown  in  this  property-retired  ledger, 
classifying  the  amotmt s  according  to  accoimt  numbers*  This  forms 
the  basis  for  the  journal  entry  which  removes  from  the  fixed- 
capital  accounts  such  portions  of  property  retired  as  have  not 
already  been  removed  thru  the  credits  for  salvage  received,  as 

has  been  explained • 

Form  22  shows  a  form  of  card  used  for  keeping  the  details  of 
the  investment  in  each  of  the  fixed-capital  accounts.  Each  of 
these  cards  represents  one  work  order,  and  the  total  of  all  of 
the  cards  should  equal  the  total  of  the  fixed  capital. 

Stores -Department  Records^  -  Most  of  the  forms  and  methods 
used  by  the  stores  department  of  a  utility  are  approximately 
the  same  as  those  used  by  industrial  and  mercantile  establish- 
ments. For  this  reason  no  complete  explanation  of  the  stores- 
accounting  methods  will  be  attempted  at  this  time;  nevertheless, 
a  few  forms  will  be  illustrated  and  briefly  discussed.  The 
forms  Illustrated  are  all  in  use  by  one  of  the  large  electric 
utilities  operating  in  the  state  of  Illinois. 

A  purchase  order  of  the  usual  form  is  required  for  every 
purchase  except  very  minor  pur cliases  charged  thru  the  petty- 
cash  account.  When  the  purchased  goods  are  received,  the  re- 
ceiving ticket  is  filled  out  and  forwarded  to  the  stores  depart- 
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ment.  The  vendor  sends  the  invoice  to  tlrie  purchasing  depart- 
ment, and  that  department  sends  the  original  of  the  invoice  to 
the  stores  department,  where  it  is  filed  until  the  receiving 

ticket  is  received  from  the  department  receiving  the  goods.  After 
the  storekeeper  is  advised  that  the  goods  covered  by  a  certain 

invoice  have  been  received,  he  lists  that  invoice  on  the  schedule 
of  stores  invoices  shown  in  Form  23,  showing  the  purchase  order 
number,  the  shipper's  name,  the  date  of  invoice,  and  the  amount. 
All  of  such  invoices  for  the  same  day  are  listed  upon  this  same 
schedule,  and  at  the  close  of  the  day  the  invoices,  together  with 
the  schedule,  are  sent  to  the  auditing  department.  The  audit- 
ing department  prepares  the  voucher  and  sunnnarizes  these  to  make 
the  monthly  joui^nal  entry,  charging  material  and  supplies  and 
crediting  vouchers  payable. 

Materials  are  withdrawn  from  stock  on  a  supply  ticket,  such 
as  shown  in  Form  24.  After  the  storekeeper  has  issued  the  ma- 
terial called  for  by  this  supply  ticket,  he  sends  the  original 
to  the  general-stores  department,  where  the  material  is  priced 
and  extended  and  a  certain  amount  added  for  overhead.  A  sep- 
arate supply  ticket  is  used  for  each  account  to  be  charged 
with  the  materials  required •  These  are  assembled  into  certain 
batches  as  convenient  and  are  sorted  by  account  numbers ♦  If 
there  are  several  tickets  for  one  accoimt,  a  recapitulation 
is  made,  such  as  is  shown  in  Form  25.  The  several  tickets  for 

the  one  account  are  then  fastened  to  tiiis  recapifulation  sheet 
and  thereafter  are  considered  as  one  ticket.  The  stores  depart- 
ment then  gives  the  tickets  a  serial  niimber,  by  wMch  it  is 
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*  thereafter  recognized.  The  atipply  tickets  are  then  Hated  on 
certain  schedules,  such  as  shown  in  Form  26,  showing  the  ticket 
nunber,  the  account  nuaber,  the  total  cost,  and  the  amount  add- 
ed for  atores-depaptment  overhead.  The  supply  tickets,  together 
with  this  schedule,  are  then  sent  to  the  auditing  department, 
where  the  tickets  are  charged  individually  to  the  respective  ac- 
counts and  material  and  supply  account  is  credited  with  the  total 
of  these  schedules  for  the  montli.  Credits  for  returned  materials 
are  handled  in  the  same  way, 

* 

This  company  does  not  use  the  centralized  system  of  stock 
records.  Each  storeroom  keeps  a  perpetual-inventory  record  by 
quantities  only.  Pricing  of  all  material  withdrawn  from  stock 
Is  done  by  the  general  storekeeper.  For  its  stock  record  the 
company  uses  a  loose-leaf  binder,  together  with  stock  sheets, 
such  as  shown  in  Form  27, 

The  original  copy  of  the  sales  ticket  for  merchandise  sold 
In  the  company's  salesroom  is  sent  to  the  office  of  the  general 
storekeeper  to  have  the  cost  figures  inserted  thereon  and  proper 
entries  made.  The  storekeeper  sumiarizes  these  sales  tickets 
on  a  schedule  of  "bills  rendered  merchandise".  Vftiere  the  sales 
are  made  on  account,  he  also  prepares  the  bill.  This  schedoxle 
is  then  sent  to  the  auditing  department  for  entry  in  its  records 
and  forms  the  basis  for  the  credit  to  sales  and  charges  to  ac- 
counts receivable  for  the  sale  price  of  the  goods  sold  and  also 
the  charge  to  sales  and  the  credit  to  materials  and  supplies 
for  the  cost  of  the  goods  sold. 
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Reader ^s  Test  of  Subject  Matter  In  Chapter  IX 


The  following  questions  are  given  to  enable  the  reader  to 
check  himself  as  to  his  grasp  of  the  important  points  dis- 
cussed under  the  subject  "Accounting  Methods  and  Procedure." 


1. 
2. 

3. 

4. 
5. 


6* 


7, 

8. 

9. 
10. 

11  • 
12. 


Discuss  the  form  of  organization  in  a  public  utility. 

^JVhat  are  the  principal  books  of  account? 

Explain  the  use  of  the  voucher  and  compare  its  use  with 

the  journal  voucher* 

V/hat  is  the  function  of  the  jovirnal? 

Describe  each  of  the  tliree  forms  and  their  uses  for 

accounting  for  the  sales  of  gas,  water,  or  electrical 

energy. 

Explain  fully  the  system  of  billing  and  keeping  the 

consumers'  ledger  with  the  use  of  the  Elliott-Fisher 

machine,  and  state  the  advantages  of  the  system  over 

the  method  of  billing  by  hand. 

What  is  the  function  of  the  Operating  ledger,  and  show 

from  what  sources  the  entries  to  this  record  come. 

Explain  the  method  of  distributing  pay-roll  charges 

and  the  balancing  of  the  pay  rolls* 

What  is  the  purpose  of  the  investment  ledger? 

How  is  the  original  cost  of  a  unit  of  inside  plant 

determined  when  it  is  to  be  retired? 

Explain  the  procedure  to  take  out  the  original  cost 

of  retired  property  from  the  fixed -capital  account. 

Explain  the  use  of  the  stores  records  and  indicate  their 

importance  in  controlling  the  qiiantities  of  materials 

in  stores* 
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Chapter  XI 
INCREASING  IMPORTANCE  OF  PUBLIC -UTILITY  ACCOUNTING 


The  essential  points  brougktt  out  in  this  section  are 
briefly  suramarized  in  the  following: 

1.   Recent  years  have  witnessed  many  important  changes 
in  the  legal  and  economic  status  of  public  utilities • 

2m   Changes  that  have  taken  place  in  accounting  have  come 
about  partly  as  a  result  of  laws  and  commission  rules 
requiring  systematic  accounting  and  partly  from  a 
clearer  recognition  by  utility  officers  of  the  necessi- 
ty for  exact  and  lucid  financial  and  operating  state- 
ments • 

3.  Under  state  regulation,  the  lav/  of  supply  and  demand 
operates  only  partially* 

4.  Great  progress  has  been  made  toward  the  adoption  and 
general  recognition  of  standards  of  procedure  in 
matters  relating  to  rate  making. 

So  long  as  there  is  the  absence  of  agreement  as  to 
what  depreciation  is,  there  v/ill  inevitably  be  divers 
theories  as  to  how  it  can  best  be  counteracted. 
The  fact  that  the  commission  prescribes  accounting  methods 
and  examines  the  utility  books  adds  to  the  public 
confidence  in  the  integrity  of  financial  statements ♦ 


5. 


6. 


CHANGES  ra  lOSGAL  AKD  ECOMOMIC  STATUS  OP  PUBLIC  UTILITIES 

Recent  years  have  witnessed  many  Important  changes  in  the  legal 
and  economic  status  of  public  utilities.  In  the  earlier  years 
of  their  development  it  was  recognized  that  since  the  business  was 
essentially  monopolistic  in  character,  and  therefore  free  from  the 
restraints  imposed  by  con5)etltion,  the  public  interest  required 
some  regulative  measures  as  a  protection  against  the  charging  6f 
excessive  rates,  discrimination  as  between  patrons,  and  other  prac- 
tices which  might  be  disadvantageous  to  the  public • 

Experiments  were  made  with  various  forms  of  regulation,  of 
which  the  principal  ones  were: 

1.   Encouragement  of  competition  by  the  granting  of  munic- 
ipal-franchise rights  or  licenses  for  operation  in 
the  same  field  by  a  second  utility  company,, 

2»  Regulation  by  means  of  municipal  ordinances  specifying 
the  rates  to  be  charged. 

3*  State  legislation  directly  fixing  by  statute  maximum 
rates  for  public-utility  and  railway  service* 

In  nimierous  eases  municipalities  acquired  utility  property 

and  engaged  in  the  public-utility  business.  With  a  few  excepticns, 

however,  municipal-operation  projects  did  not  prove  successful 

or  popular. 

All  of  the  methods  of  regiilation  with  which  experiments  were 
made  developed  inherent  faults  and  were  generally  abandoned,  be- 
ing superseded  by  the  present  form  of  regulation  by  a  state  com- 
mission having  jurisdiction  over  all  utilities  within  the  state. 
Commission  regulation,  as  now  generally  applied,  may  be  said  to 
have  had  its  beginning  about  the  year  1905.  It  gained  favor 
rapidly,  and  has  been  adopted  by  various  states,  \mtil  at 
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the  present  time  all  states  except  one  have  a  state  regulatory 

commission,  altho  the  extent  of  authority  delegated  to  the  commis- 
ions  varies  considerably  in  the  different  states^ 

Changes  in  Accounting  Methods^  -  As  a  means  of  making  regulation 

effective,  most  of  the  commissions  were  given  authority  to  pre- 
scribe the  accounting  methods  to  be  used  by  utility  companies. 
Accordingly,  each  commission  prescribed  a  system  of  accoimts  con- 
forming to  its  particxilar  ideas,  without  much  regard  to  what  was 
prescribed  by  the  other  commissions.  The  inauguration  of  these 
classifications  of  accounts  marked  an  important  advance,  and 
there  has  followed  a  very  distinct  and  general  improvement  in 
public -utility  accounting*  Sound  accoxmting  principles  have  been 
introduced  in  places  where  previously  lackir^,  and  these  principles 
have  been  everyv^here  better  defined,  understood,  and  applied*  Me- 
thods of  classification  and  procedure  have  been  systematized  and 

improved. 

The  changes  that  have  taken  place  in  accounting  have  come  about 
partly  as  a  result  of  laws  and  commission  rules  reqiiiring  system- 
atic accounting  and  partly  from  a  clearer  recognition  by  utility 
officers  of  the  necessity  for  exact  and  lucid  financial  and  oper- 
ating statements.  In  fact,  there  has  prevailed  a  spirit  of  co- 
operation between  commission  authorities  and  utility  accountants 
that,  nothwithstanding  some  differences  of  opinion  and  viewpoint, 
has  made  possible  some  very  imj)ortant  achievements  in  the  line 
of  better  accounting. 

One  of  these  achievements,  notable, particularly,  from  the  stand- 
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point  of  uniforailty  of  principles  and  methods,  was  accomplished 
when  a  majority  of  the  states  adopted  the  uniform  classification 
of  accounts  as  formulated  and  recommended  by  the  National  Asso- 
ciation of  Railway  and  Utilities  Commissioners.  Uniformity  in 
the  statement  of  like  facts  ;ims  been  accomplished,  with  the  re- 
sult that  operating  and  financial  statements  of  a  company  may  be 
compared,  not  only  with  its  statements  for  other  periods,  but  with 
those  of  all  other  companies  engaged  in  similar  business  in  the 
same  state  or  in  various  other  states. 

For  the  results  accomplished  by  this  work  credit  is  due  both 
to  the  National  Association  of  Cormissioners,  its  Committee  on 
Statistics  and  Accounts,  and  to  the  accounting  committees  of 
the  associations  representing  the  electric-utility  Industry  and 
the  gas-utility  industry,  who  gave  earnest  and  efficient  co-opera- 
tion in  the  undertaking  and  did  much  to  stimulate  the  interest  of 
public  utilities  in  extending  the  use  of  the  uniform  classifica- 
tions. 

Law  of  Supply  and  Demand  Not  Completely  Operative,  -  Under 
state  regulation,  the  law  of  supply  and  demand  operates  only  par- 
tially. A  utility  is  subject  to  the  same  competlve  conditions  as 
other  industries  with  respect  to  what  it  buys.  It  likewise  must 
sectire  its  capital  in  competition  with  other  business  enterprises. 
But  when  it  sells  its  own  product,  which  is  service  rather  than  a 
commodity,  it  charges  therefor  what  the  state  says  it  may  charge. 

State  authorities,  however,  are  reqtiired  to  allow  rates  that 
are  considered  fair  and  reascnable,  both  to  the  utility  investor 
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and  to  the  public,  but  there  are  no  statutory  or  constitutional 
rules  defining  the  methods  or  standards  by  which  property  values 
are  to  be  determined  or  the  i^ate  of  retui^n  specified •  What,  then 
is  the  procedure  for  deciding  these  important  issues  as  between 
the  owner  of  the  property  and  the  user  of  the  service? 

Recognition  of  Standards  of  Procedure  in  Rate  Makings  -  Under 
the  administration  of  regulatory  commission,  great  progress  has 
been  made  toward  the  adoption  and  general  recognition  of  standards 
of  procedure  in  matters  relating  to  rate  making*  It  has  now  be- 
come well  established  by  coromission  and  court  decisions  that  a 
"reasonable*^  rate  of  return  must  be  allowed  on  the  "fair  value" 
of  the  property  at  the  time  it  is  being  used  in  the  public  ser- 
vice •  The  determination  of  the  rate  of  rettarn  is  largely  a 
matter  of  judgment,  enlightened  by  a  knowledge  of  the  prevailing 
rates  for  money  in  business  enterprises  in  which  the  hazards  may 
reasonably  be  compared  with  those  of  the  utility  industry.  A 
practical  consideration  that  cannot  well  be  ignored  is  that  if 
a  public  utility  is  to  continue  to  obtain  capital  to  keep  its 
plant  capable  of  meeting  public  requirements  it  must  be  assured 
of  earnings  sufficient  to  attract  the  necessary  capital  on  reascn- 

able  terms ♦ 

The  determination  of  "fair  value",  as  we  have  observed^is  de- 
pendent principally  upon  an  ascertainment  of  the  original  cost  of 
the  property,  the  amount  thiat  woTild  be  required  to  reproduce  it, 
the  existing  depreciation,  the  measure  of  going  value,  and  the 
capital  used  for  working  funds,  including  materials  on  hand.  In 
making  appraisals,  it  is  the  usual  practice  to  make  a  detailed 
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inventory  of  the  property*  An  estimate  of  the  original  cost  is 
obtained  by  applying  to  the  items  inventoried  prices  as  of  the 
date  of  construction  as  nearly  as  they  can  be  obtained* 

An  estimate  of  the  cost  to  reproduce  the  property  is  obtained 
by  applying  to  the  inventory  the  prices  prevailing  as  of  the 
date  of  valuation. 

The  necessity  for  making  an  estimate  of  original  cost  in  this 
laborious  and  expensive  way  arises  principally  from  the  fact  that 
the  earlier  accounting  records  were  imperfectly  kept.  Had  the 
records  been  kept  in  accordance  with  the  present  practice  as  pre- 
scribed in  the  uniform  classification  of  accounts,  there  would 
have  been  saved  many  millions  of  dollars  that  have  been  expended 
in  appraisal  work,  and  large  sums  involved  in  pending  rate  ad- 
justments held  in  abeyance  months  and  years  awaiting  the  final 
determination  of  "fair  value  •** 

With  accounts  accurately  showing  original  cost  and  the  ap- 
proximate date  of  installation  of  property,  it  should  not  be  an 
expensive  or  protracted  procedure,  by  the  use  of  reliable  price- 
index  figures,  to  determine  the  approximate  amount  that  construe- 
tion  of  the  property  would  have  cost  at  current  price  levels  at 
any  time  when  a  valuation  is  desired;  thus,  in  the  various  steps 
taken  with  reference  to  valuation  work,  great  economies  should 
result  when  toll   and  accixrate  statements  of  cost  can  be  made  from 
the  accounting  records. 

Status  Re warding  Depreciation*  -  Prom  whatwever  viewpoint  ex- 
amined, the  subject  of  depreciation  of  public-utility  property  is 
important,  and  it  becomes  doubly  so  when  confused  methods  of  deal- 
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Ing  with  It  are  introduced#  If  the  capitalization  is  to  remain 
Bormd,  so  that  both  the  public  served  and  the  public  serving  thru 
the  loan  of  its  capital  may  obtain  justice,  the  investment  of 
new  money  most  not  be  required  for  the  purpose  of  replacing  parts 
of  the  original  construction  ?rhen  their  servicability  is  at  an 
end-  Property  equal  in  value  to  the  parts  replaced  must  be  paid 
for  out  of  income*  This  may  be  done  by  charging  directly  as  a 
part  of  the  operating  expense  the  cost  of  replacements.  It  is 
usually  preferable,  and  sometimes  necessary,  to  reserve  suffic- 
ient income  annually  to  provide  for  making  the  more  important  re- 
placements« 

Review  of  the  more  important  theories  and  practices  with  refer- 
ence to  depreciation  discloses  that  there  has  been  and  still  is 
a  very  considerable  amount  of  disagreement  as  to  the  purpose  of 
making  chcirges  to  income  representing  so-called  depreciation  or 
retirement  expense.  This  lack  of  accord  is  due  in  a  large  meas- 
ure to  disagreement  on  the  more  fundamental  question  as  to  what 
really  constitutes  depreciation  or  loss  in  value  of  property.  For 
it  is  only  with  a  proper  understanding  of  the  nature  and  extent 
of  such  loss  that  a  means  of  guarding  against  it  may  be  intelligent- 
ly chosen.  So  long  as  there  is  the  absence  of  agreement  as  to  what 
depreciation  is,  there  will  inevitably  be  divers  theories  as  to 
how  It  can  best  be  counteracted. 

The  prljiolpal  methods  employed  to  offset  or  counteract  depre- 
ciation are  characterized  as  "straight -line  method,^  "slnklng- 
ftmd  method,"  "retlrement-loss-equalization  method,"  and  "re- 
placement method."  The  last  uiamed  being  the  one  which  employs 
no  reserves.  In  the  application  of  these  various  methods  there 
are  necessarily  Important  differences  in  the  results,  from  the 
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standpoint  of  capital  values  as  well  as  with  reference  to  the 
charges  to  Income*  This  Is  time  because  they  are  based  on 
different  conceptions  of  loss  In  property  value s»  The  depre- 
ciation that  is  to  be  provided  for  by  charges  to  income  is  de- 
termined by  the  conception  of  the  loss  that  is  taking  place,  or 
will  take  place  if  not  provided  against,  in  property  values.   It 
is  only  that  loss  that  can  be  charged  to  income. 

We  have  observed. that  reserves  based  on  the  straight-line 
theory  will  accumulate  amounts  gr€jatly  in  excess  of  those  which 
can  be  used  for  replacements  so  long  as  the  business  is  continued. 
The  reason  for  this  is  that  in  any  property  that  has  been  oper- 
ated for  some  time  a  considerable  part  of  the  life  of  component 
parts  has  expired,  but  it  would  be  folly  to  destroy  the  whole 
plant  merely  to  rebuild  it  so  as  to  have  it  new  in  all  its 
parts*  And  unless  this  is  done,  such  reserves  can  never  be 
used,  so  far  as  they  represent  the  aggregate  of  elapsed  life  of 
property  still  in  good  serviceable  condition  rather  than  amounts 
that  can  be  made  use  of  for  replacements. 

It  has  also  been  observed  that  even  tho  a  public  utility 
should  prove  not  to  be  a  practically  perpetual  Institution,  and 
should  be  destroyed  or  its  life  otherwise  terminated,  the  straight- 
line  theory  would  afford  comparatively  little  protection  to  the 
investor,  especially  where  the  reserves  have  been  reinvested  in 
the  property,  as  is  the  usual  practice*  In  view  of  these  con- 
ditions, it  may  well  be  asked  whether  the  creation  of  such  large 
reserves  do  not  place  a  heavy  burden  upon  the  business,  to  the 
detriment  of  the  utility,  its  patrons,  or  both. 
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HHhile  the  question  of  adopting  a  sotuid  theory  as  to  the  depre- 
ciation of  property  is  important,  it  is  of  even  more  vital  impor- 

tance  that,  whatever  the  theory  adopted,  consistency  be  used  in 
the  application  of  the  theory  chosen.  Inconsistency  leads  on 
the  one  hand  to  confiscation  of  property  thru  deductions  from 
valuation  that  are  not  compensated  by  income,  and  on  the  other 
hand  to  charging  the  public  excessive  rates  as  a  result  of  burden- 
ing income,  under  the  guise  of  depreciation,  with  amounts  not  re- 
quired to  protect  the  investment. 

In  the  present  state  of  development  of  theories  and  practices 
relative  to  depreciation,  the  accoxmtant  and  financial  officer 
in  dealing  with  the  accounting  phases  of  depreciation  or  retire- 
ment losses  must  labor  under  some  limitations  and  restrictions. 
Wl»re  a  court  or  coxmnission  order  has  dealt  with  the  subject  with 
reference  to  a  particular  property,  or  certain  methods  of  the  re- 
gulatory  authorities  have  become  well  established,  the  accounting 
will  be  affected  thereby,  even  tho  the  methods  employed  are  not 
entirely  sound* 

The  trend  of  opinion,  both  in  the  public-utility  industry  and 
among  regulatory  comotnissions,  indicates  a  tendency  not  to  make 
heavy  deductions  from  property  value  merely  on  theoretical  as- 
sumptions, and,  consistent  with  this  view,  not  to  sanction  the 
creation  of  excessive  reserves.  There  is  reason  to  hope  that  at 
no  distant  date  the  courts  also  will  have  obtained  a  clearer  viar 
of  the  various  economic  aspects  of  this  subject.  Much  remains  to 
be  done  in  the  way  of  clarifying  the  subject,  and  accountants  who 
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grasp  both  the  fimdamental  elements  involved  and  the  accounting 

■processes  can  do  much  to  clear  away  the  fog. 

■r^^^^,^^^^  ^Y^  v,.y.^^.   nn  Pinancial  Matters,  -  The  accurate  render- 
ing of  consumers'  accounts  thus  avoiding  Inconvenience  and  per- 
haps irritation,  is  important  to  any  public  utility.  There  is 
also  an  important  advantage  gained  in  public  proceedings  regarding 
adjustments  of  rates  when  the  accountant  presenting  evidence  drawn 
from  the  books  U   able  to  present  accurate  and  comprehensive  state- 
ments and  fully  explain  them  in  a  candid,  straightforward  manner. 
Presented  in  this  way,  the  valuable  element  of  public  confidence 
18  usually  assured.  This  matter  is  quite  important,  for  the 
reason  that  there  still  exists  in  some  quarters  more  or  less  of 
the  old  idea  that  the  books  may  be  more  or  less  Juggled  to  serve 

particular  purposes. 

Only  recently  we  heard  the  chiirge  made  at  a  public  hearing  that 
a  certain  utility  kept  two  sets  of  books,  one  for  its  own  informa- 
tion  and  the  other  for  the  information  of  the  public.  The  publliJ 
is,  however,  becoming  much  better  informed  on  such  matters.  The 
fact  that  the  commission  prescribes  accounting  methods  and  examines 
the  utility  books  has  not  only  done  much  in  a  corrective  way.  In 
cases  Where  correction  was  needed,  but  has  added  to  the  public 
confidence  in  the  integrity  of  the  financial  statements. 

our  observations  as  to  the  various  ways  in  which  the  accounts 
of  public  utilities  have  a  bearing  on  the  problems  of  operation 
and  management  indicate  that  the  modern  accounting  needs  of  the 
public  utility  reach  far  beyond  the  old  conception  of  ac- 
counting as  representing  simply  the  recording  of  income  and  outgo. 
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with  proper  safeguards  against  loss* 

While  the  accoiinting  must  always  aim  at  the  accomplishment  of 
these  objects^  it  has  come  to  play  a  more  important  part  in  the 
direction  of  operating  and  managerial  policies,  for  without  accurate 
costs  and  Informative  statistics  the  operator  is  greatly  handicap- 
ped. Kor  can  the  public-utility  accountant  be  satisfied  with  routine 
functioning  of  the  bookkeeping  processes  and  a  perf\mctory  render- 
ing of  operating  and  financial  reports  at  stated  intervals.  He 
must  be  awake^  not  only  to  the  opportunities  for  effecting  im- 
provements and  economies  in  his  own  department,  but  must  also 
keep  sufficiently  in  contact  with  what  is  going  on  thruout  the 
utility  organization  to  enable  Mm  to  discern  opportunities  for 
supplying  in  convenient  and  imderstandable  form  such  data  as  will 
enable  the  management  constantly  to  test  the  efficiency  of  operat- 
ing processes  and  tmits,  and  thus  strengthen  any  developing  weak 
spots  in  the  oirgani  zation* 

Efficiency  is  relative,  and  therefore  tested  by  comparison. 
Efficiency  engineers  must  have  cost  studies  on  a  comparable  basis. 
Comparisons  depend  upon  uniformity  and  accuracy  in  recording  and 
assembling  facts. 

Under  present  foiros  of  regulation,  the  revenues  of  public  util- 
ities and  the  rates  from  which  they  are  derived  are  no  longer  a 
subject  of  barter  and  compromise  between  a  utility  and  municipal 

authorities,  nor  are  they  determined  by  competitlor  or  to  any  large 
extent  by  ''what  the  traffic  will  bear."   The  elements  determining 
rates  tinder  a  system  of  state  regulation  are  principally  the  costs 
Incident  to  the  various  classes  of  service,  including  the  cost  of 
operation,  the  cost  of  capital  borrowed,  and  a  return  on  capital 
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owned,  properly  allocated  to  various  functions  and  classes  of 
the  service.  The  controlling  facts  as  to  costs  are  to  be  found 
in  the  accounts. 

One  cannot  study  the  problems  of  public  utilities  and  the 
changes  that  have  taken  place  in  recent  years  without  being  im- 
pressed v/ith  the  enlarged  responsibilities  and  opportunities  that 
have  come  to  the  accounting  representatives  of  public  utilities* 
It  is  earnestly  hoped  that  the  reader  of  this  treatise  has  found 
in  this  study  some  assistance  in  gaining  a  more  comprehensive 
understanding  of  some  phases  of  his  work,  particularly  with  refer- 
ence to  matters  in  which  he  comes  in  contact  with  problems  in- 
volving the  relations  of  management,  regulatory  commission  or 
court,  and  the  public  in  some  of  the  varied  and  complex  relations 
that  attend  the  functioning  of  the  public  utility. 

While  this  study  has  given  attention  to  accounting  forms  and 
procedTire,  greater  stress  lias  been  laid  upon  principles  and  mat- 
ters of  fundamental  importance  with  which  the  accountant  must 
deal  axid  in  which  his  success  will  be  measured  by  his  knowledge 
and  appreciation  of  the  problems  of  finance,  management,  and  of 
public  relations,  which  give  the  Industry  its  unique  position  in 
our  modern  life  and  Institutions. 
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APPENDIX  A 


ACCOUNTING  FORMS  AND  RECORDS 


The  l£Lohi£an  Qae  Coopany 
Detroit 


FORMl.  Jourml  Voucher,   10*-  x"^V  punched  for  loose-leaf  binder. 


^^Sfv^iq  F^^t^^ic  Ligjit  Meter-Reading  Card.  6i»  x  8^» 
punched  for  loose-leaf  binder.  ot    x  ot  , 


k) 


FORM  3. 


OAV  NUM 

•en 

J 

- 

BOOK  KUMBCR 

> 

TOWfH 

STREirr  AND 
NUMtlER 

o 

ACCOUNT  MO. 

MCTEK  NO. 

SJ2E            1    TYPE 

»UME 

A 

B        1 

t 
I 

1 

REMARKS 

BUSthESS 

LOCATION 

INSTRIICIKMS 

BY 

DATE 

DIALS 

C 

CONSUMPTION 
TOTAL  CU.  FT. 

GROSS 
BILL 

NET 
BILL 

1 
1 

80 

_  ,^ 

^ 

L- 

1         1 

1 

--«. 

~« 

. M 

Gas  Meter-Reading  Card»  6*-  x  8i\  punched  for  loose-leaf  binder. 
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\ 


yo!da  6 


KUP.  OF  SALES  OF  ELECTRIC  CUSENT 

AOOmNG  DEPARTMENT 


MrTTM  RrASiwas 
Sment         psevichJs 


•c  *.  w.      aviRsr' 


K.  W   H  K   W  H. 

aSECOMO      ATHlRO 
RATE  RATI 


IMIL 


CASH 
0<Sa>UMT 


•ICT  CWt- 

BILL        nCCTION 


3068 

629e 

4685 
2952 

0586 
1778 


5063 
6214 

4645 

2901 

0532 
17» 


35 
84 

40 

SI 

26 
78 


14 
60 

33 
IS 
26 
36 


14 

24 

7 
IS 


21 

6 


2.45 

26 

2  17 

7     4 

•4 

66D 

3  72 

40 

3  32 

3  03 

30 

2  73 

2  6D 

26 

2  34 

S94 

li 

S  22 

lECAP.  OF  SALES  OF  OaiMB 
tantauK  uarnntsHttmn 


CM>M 


CASH 

oiioSimT 


nrr     _coiw 
wu.     MECTia 


TIOM 


2  45 
7  44 

3  72 
3  03 
2  60 
S94 


64 


5_S. 


6  9 


say  «  an  8  ave 


?B  W 


40 


3  32 


40  R 


2  73 


J2_l 


2  34 


72 


42       C  61 »» 


L 


o 


o 


*V*TT.METERS 


i:gr 


t:t 


TTar 


26     IS 
60    2S 


JUS. 


HAXimj^  iH0\GAV3U% 


COmHtjCrrt  io%r 


*FT 


T^jr 


FIB  3 


MFtra     iMiian 


1300 


MM  4 


APR  5 


(WAY   5 


Wash  kitchen! 


ElIctric*shopS 

nWMA4M.«MM 


1606 


1700 


1778 


ISQO 


1608 


1700 


ALT 


C«>M:>r«MT 


106 


92 


78 


«•  nasi 


42 


36 


6Se  W  £  43W0  ST 


lie       t    "        *wCLm^ 


Oit|.  ll|f4.N3fD. 


WEMCRANOA 


r  Mr  H 

(%   SfCOMC 
MIC 


42 


42 


744 


6  96 


594 


C»fM 

0t9CO'jMT 


64 


J^ 


660 


NAME  AND  ADDRESS 


JOHN  BARCAS. 

RES. 

941  W.34TH  ST. 


227 

6 


BILLING  INSTRUCTIONS 


MKITAUATiOli  0«IOC« 


»TC. 


6  12 


.5.2L 


MdBHMao 


•ALAlteC 


ELECTRIC  LIGHT  BILL 


kAY   11  1925 


•«»•* 


_MAY  S  APR  5       ■**"■    * 

_  1778  1700         76        36  36 

Tc  COMMONWEALTH  EDISON  COMPANY 

QENCRAl  OFFICeS,  EOiSOM  BtllUWNG,  Tl  W.  AOAMS  STHfn,  CMICMO 

TCLt^HOMC  ItAMOOkFM  ia«0 
OWICKHOUM*   PaOH  •:SO  A.M.  TO  SrOO  ^.  H.  .AT«j«OAV»  •:90  *.«.  T«  I  ».M. 
nn*  vil^  CA«  •«  mm  «r  r*c  nK.to»tii«  *i>cu  wrnMur  *«T  p«t  «o«  e«fctf  cnvMi 
Ac*ica*i    Oprvccs.  73  W   Aoams  .r. 

1117  I.M«n  Blvo.  SaSS  W    MM>lw>«aT 

4*4I  BvOAMHAV  t74S  UNC01.M  Ave.   ^_ 

411  CO  PaoaiA  a^  °°      ase  <«•»«>  (Taar 

Arm  10  ■«»  mis  MU  CA«  H  PAI3  QUIT  Al  TNC  ABOVf  AOMU^U 

FO*  *  'EF   ^f    ^  VC  OfNTS   (0  --  r<«l   can  b«   d^tf   tl   Ma.-«i   drd*r  A4|«nc(M  af  a* 

■  -         -  '  -*•»•  .*.  Vt^  ...  .  .. 


kiMMfSl 


MCT  MU. 


»    S  94 »     72    »      S  22 


S4fvtOB  RcpMTt  . 
\jKno  Rtnttt«to  . 
M«fCtl«fftftM     .    , 


(tCCTMIC    CiaNT    aitLI 

»  OM  PM  •>  ona  M  Moan  o—.  n<a«  wtmb  Txa  tna.  m« 

«n>>  CMoi  ••  Man  Omm  «•  t»  w.  amm  «»..  mm  IkTM  n« 


•  •Ma>( 


onossMLt 
»        5  94  « 


nrr  mu. 


72 


S  22      _ 


FOl'B 

4 


Lainp  R»n«walB  . 


OiF^ESSC 


MY  ;  ftitt»*^  «*.!< 


I  A««KMM- 


'    IM 


JOHN  BARC#S 

R£S 

841  1  34TH      8T 


2G&4 

2106 
5330 
7105 


20b6 

20<3 
5342 
7047 


68 

65 

66 
56 

509 


4C 
48 

54 
44 

370 


28 

IS 

34 
12 

185 


5  68 
5  70 
7  44 
5   li 


6« 
6? 
66 
56 


5  00 

5  07 

6  96 
4  SS 

43  57 


2271      6       MAY    1925 


SKCIAL  NO. 


LEDQEM 


SIZE 
BILL 

LEDGER  CARO 
RECAP 
RCMP  NO. 


MOflTHS 

Busmcss 


0«TC 
BILLED 


L    C   SMITH 

LENGTH 
15   IN 
l4i  tte 
15     XU- 
ULUI 


2871 
6 

JOHN  B ARC AS 

RES 

841  W  34TH     ST 

2271 

•  6 

5  68             6B             5  00 

SB  K 

5  70             63             .i  07 

•ifl  ft 

7  44             Afi             6  «S6 

fcO« 

51  2             56             4   56 

60  R 

2271     0      WAY  1925 

L  C   SMITH 

WIDTH 

3     5  8     IN 

12    IN 
14   IN 


SKCIM.  WL 


LE06CI 


RECtf  NO. 


MONTN 


om 


Form  4.     Electric-Light  Bill 

Form  5.     Conauner'a  Led^r  Page 

Font  6.    Rscapitulation  of  Sales  (revenue  sheet) 
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Mo. 


■Nmme. 


¥stm 


Town 


Amount    S 


Deposited  for 


7860        *__y 

Date /?*".  ^*r ^^.  '• . . .  192  A 

../^.,..^  ...-4*..**.^. 

sf..^. 


Recorded 


W2  O 


1 


I  ■>*    ^   ***    ■'^■ifcr-^-i^yWy-^ir^    t^-» 


OHic»  of 
^J35E^S|ri£UIS  COUNTY  GAS  CO. 


™E  ST.  LOWS  COUNTY 


No 


7850    "W^  ro«i<v« 

Wcbatcr  Grov««,  Mo.,  ../^^r*?**^./^ l»2  0. 


■*"»*»*'*--.i:i-:i 


No. 


7850 


Town 


CAS  CO. 

Received  of      ^    ^ 
Phjmises  ;?// 

"^^^^ot D^..v.,;.x^ 

3f  security  deoosit  f       u    "    ^^^^'^^^ 

^"^ ''*'"' of  indeh»*.<4„^'    '  ^"^  Option  i»f  fk    <^r"t'*''on.s  to  THP  ct    .  vv-w..  ^ 


-^^J 


Acco 


192 


Kerti 


unt  closed 
*'*«*  Payment 


.^ 


//, 


'^i 


192 


Dc 


ooaitor 


-I  ^ii.ount^ofDepo«t 
I  Amount  o/^/^nterest 

j  ^lili2iil!iJieAu2dei^ 
Approved 


.     ,   Cashier 


-^-^-Z>S-j 


FOHM  7.  Deposit  Keceipt  Book.  Receipt  is  made  out  in  duplicate 
by  slipping  carbon  paper  between  (2)  and  (3),  which  are  after- 
v/ards  detached  at  the  perforated  line  to  the  ri^t  of  (2).  The 
stub,  (1),  is  then  filled  out  and  (2)  is  given  to  the  customer. 
The  duplicate  receipt,  (3),  is  used  for  making  entries  in  the 
Deposit  Record  (Form  8)  and  may  be  filed  alphabetically  by  cus- 
tomer's naae.  The  stub.  (1),  remains  in  the  deposit  receipt 
book  and  thereby  provides  a  numerical  file  by  receipt  numbers. 


FORM  e. Customers '  Deposit  Record   17  l/4^  x  11*  ,  punched  for  loose-leaf  binder. 
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OPBUDNB  LEDGER 


TRANSFER  TO. 


J^CCT.  NO.. 


.W.  O.  NO. 


TICKET 
NO. 


o 


o 


o 


o 


EXPLANATIOI 


SUPPLY  TICKETS 


DEBIT 


TOTALS 


CREDIT 


lASORTOUO 
WOVOHCR  NO. 

t,  CMTitv  no. 


nmerssmscuss' 


PAYROLL 


VOUCHERS 


JOURNAL  ENTRIES 


DEBIT 


CREDIT 


NET 
FIGURES 


COMMONWEALTH  EDISON  Ca 
FORM  A  1 5  CHtCAGO 


FORM  9.  Operating  Ledger  Aocount  designed  for  use  of  a  boddceeping  naohine  to  record  antriee*  the  aooount  is  nada 

in  duplicate  try   slipping  earbon  papiir  batween  two  aheeta* 
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o 


I  NAME    or  UTIJLITV  5 


o 


Daily  Time  Report 

S  ^  1 1  g  5,|^ 


Fora  10.    Daily  Tim  Report  (8*"  x  10f«) 


Poim  11.    Sunmary  of  Daily  Tiae  Reports  (10»  x  16*) 


PA^-^ 


i      ROLL 

NAM E     (Name  cf  Utiliij  iobe  written  or  sta«iped  hej-e)  F  ROM 


_ift  TO 


15^  19— 


Fona  12.  Pay  roll,  punohed  for  looeeleaf  binder  (16*  z  10») 
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DAILY 

MME 
ADDRESS 

LABOR  BEPOBT-HOURLY  BATE 

DATE 



__      1? 

OIV. 
OEP-. 

AMOUNTS 

iV 

roRWAWc 

DEPT  N3. 

DESCRIPTION  OF  WORK 

oiet*bi;tion 

HOUW 

c.niiel»HO*r 

T   KEE.-'ER  ONLY 

t 

( 

1 

1 

\— 

SIGNED 

TOTAi. 
HOURS  AND  EXPENSE 

■  f  "1 

APPROVED 

TH.5  Sf  ACE 

rO«  TIMEKEEPER 

ONLr 

p— 

r- 

tcis  <y  otrt  on  arwinL  ^qmimii 
POHM  TK  M    COlUMOHWCAtTM  U4KIN  CO. 

i 

i 

FORM  13.    Daily  Ubor  Report,  6"  x  4". 


MONTHLY  RATE  PAYROiLL 

IMPLOYC  RCCORO 

.     (DtPfc) 

) 

ACCr.  NO. 

DATE 

)a  MO.  RATE 

DATE  EFFECTiVE 

*i.'.ncc  NO. 

mmnlilrsk 

^MOS'WULOl  BMOM 

:o. 

FORM  14.  Etaploye  Rate  Record,  6"  x  4". 


REGISTER  OF  CHECKS-MONTHLY  RATE 

DEPARTMENT 


HALF  MONTH  ENDING. 


.VOUCHER  NO. 


REGISTER  OF  CHECKS  ON  ILLINOIS  MERCHANTS  TRUST  CO, 


FORM  15.  pay  Roll  or  Register  of  Pfty-Roll  Checks .  11* x  16  3/4* . 
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GUSH  RECEPTS 


DATE 


(.EOSQI 


AUORCSS 


•«»»C         PCHAUTY 


AMOUNT 


LCOOU 


AOOOtSS 


Mtsa 


f>OMLTY 


POBM  16.  Caah  Receipti  for  Bookkeeper*  in  the  Cuetomere'  Accounte 
DiTiBion,  11"  X  lot",  entries  being  made  with  bookkeeping  machine. 


o?Sf  ^'^;,.^^^  Register  or  Record  of  Cash  DiBburaementa  for  each  bank 

24*  X  11  ,  entriea  beings  made  with  an  Elliott^iaher  Bookkeeping  Machine.  . 
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INVESTMENT  LEDGER  SHEET 

DESCRIPTION  OF  WORK  ISSUED  TO 


ACCT  NO.. 


_W.  0.  NO.. 


DATE  ISSUED 


COMPLETED 


ESTIMATED  COST 


REQUISITION  NO- 


TICKET 

ARTICLES 

SUPPLY  TICKETS 

VOUCHER 

OR 
J.  ENTRY 

NO. 

INVOICE  CONTROLLING  SHEETS 

JOURNAL  ENTRIES 
OR'S  AND  CR'S 

NO. 

OEEIIT 

CREDIT 

PAYROLL 

VOUCHERS 

8RT.  FORD 

- 

TOTALS 

COMMONWEALTH  EOlSON  CO. 
rORkI  A  33  OHOSO 


FORM  18.   Itavestoent  Ladger  Sheets   (Work«>Order  Ledger)  II"  x  81",  entries  being  made  irith  a  bookkeeping  machine e 
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FOHM  A  34    CCMMONWF>U.TH  EDISON  CO. 

RECAPITULATION  OF  FIXED  CAPITAL  ACCOUNTS 


FORM  19.   Fixed  •  Capital  -  Account  Ledger,     II"  x  10  1/2",  punched  for  looae-leaf  binder. 


SUMMARY  ESTIWiTE  Of MATERIM/W LABOR 


mi. 


o«»ci«Wtion  or  wojKT 


.\52 


CCNTnOL 


■amirsMTco  toar  of  wowit 

TOB£  OQHE  «N~ 


« 


trrmn. 

P«C.3l, 


TOTP\L     * 


IsoKiWARY    OF  eo&-r 


VK.O.  NOw 


>WO.l4&. 


ACCT.  HO. 


ie.6  h6l 


ORlOiHAW.   ITC.WS 


iwirfKM.r.aft.JO»     t.«B(wikKxreMSC 


CSTlM/yrgp  COST 


hCTUKL    COST 


NW(TrnMu.  roLA.  ^B 


kAaOM«..«efC'«SE 


wFFep.»*ce 


ORiGIWftL  TOT^L 


WPlTlOWftU  ITCMS 


(Ohange 


s  .*de  m  orisinal  '«'^  ^^"^ 


fl^lf^L  TOTf\L 


roRM 


frt^rL  CHECKED 


mw'l  PHtceo 


&U«<lNM>eCTID 


FORM  20,  Estimate  of  Material  and  Labor,  11-  x  8i" 

Thia  is  an  analysis  of  conotruction  costs,  to  be  preserved  for  use  in  detemining  original  cost  when 
retirements  are  made. 
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FORll  21.  Property  Retired  Ledger  aheet.  19-  x  11%  puiK^hed  for  loose-leaf  binder. 


April  28,  1922 

LIDIA  ST.  SUBSTATION 

Credit. for  the  r^oval  of  one  1000  kw  General 
iLlectric  synchronouB  converter  #2  to  be  re- 
moved to  the  2lBt  St.  subeUtion. 

Bstinated  cost  of  removal  and  abandoned  ap- 
paratus $29, 508 .00 

TRANSFER  TO  DEPRECIATION  RJSERVE  Acct.  #177 


Credit  Credit 

.  Before  Dec. 31 . 1922  Total 

Estimated  Cost  $24,435.  $24,435. 

Plant  &  Equipnent.   359-96A  64  Budget  Sch.S-8 

S.P.U.C.  1086-^ 

FORM  BB  IS  COMKDOTfEALTH  EDISON  C0«  5.9-24 


2592 
Date  Issued 

_  Ifev  11.1922 

Issued  To 
B.Gr,  Jamie  son 
Date  Completed 
Feb. 28, 192,^ 

Actual  Cost 

$23,914.99 
Oct.  23 


FORM  22.  Details  of  Property  Retired,  kept  on  cards  6-  x  4%  ar^  filed. 
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FOPrl  STORES  18     COMMONWEALTH  EDISON  CO. 

SCHEDULE-STORES  invoices 


MONTH  OF- 


purchase 

ORDER  NO. 


SHIPPERS  NANfE 


_19_ 


OATe  OF 
INVOICE 


-SHEET  NO 


AMOUNT  OF 
INVOICE 


FORM  23.  Schedule  of  Storee  Invoices,  Si"  x  13i*,  punched  for  loose-ieaf  binder^ 


x:a 

n-t  4  i 

t/» 

Commonwealth  Edison  Company    .^PPivTirKFT 

I            ^^  •       oil  un                                                 A.  M 

■                                                                                 UtDVcR  NOT  LATER  THAN 
1                                                                         DAY  OF  WEtK        ___       DAT? , 

K.    M. 

igL_             DATE                                                              1Q 

-                                                   DO  NOT  DESTROY  ANY  TICKETS 

ALL  CANCELLED  TICKETS  MUST  BE  SENT  Tb  THE  GENERAL  STOREKEEPERS  OFFirF    4ii  en   ee.  r^.A  or 

rO  STORES  DEPARTMENT: 

'                                  PLEASE  DELIVER  THE  FOLLOVi/ING 

Tn 

14 

ADDRESS 

CHECKEO  AS  0.  K 

SEND  THIS  COPY 

TO  THE 

STORE  ROOM 

CHARGE 

AS 
FOLLOWS: 

JOS  NUMBER                 )            WORK  OKQER 

Accot,NT  no. 

SIGNFn 

QUANTITY 
REQUIRED 

OUTSIDE  RRMS  WILL  NOT  HONOR  THIS  ORDER 

DELIVPREO 
TO  OE.  ntuc  .N 
«v  S1CC«  CURK 

COST 

J j 

1 

— _ 

■ 

/ 

ABOVE  GOODS  RECEIVED 

19                    P  u 

rn                                                                                                   1 

+  1^ 

CORRECT: 

)K 

. 

DELIVERED  BY 

^.-  ..- .-                     CHECKER 

! 

1 

f ORU  G-1 4 

Form. 24.  Supply  Ticket,  aj--  x  5i\  made  out 
m  SIX  copies  as  follows: 

U  For  cost  derartrnent 
2.  For  storeroom 

Forwarded  with  material  to  the  job 
Sent  to  inside  plant  division 
Sent ^ to  construction  dept,  office 
Retained  by  department  issuii.g  order 


7 

4* 
5. 

6. 
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RECAP.  FOREMAN'S  TICKETS 


TICKET  NO. 


DEBITS 


DATE. 


JOB  NUMBER 


WORKING  ORDER 


ACCOUNT  NUMBER 


CHECKED  BY 


COST 


TOTAL 


EXTENDED  B\L 


FORM  25.  Recapitulation  of  Supply  Tickets,  4*  x  7i' 
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o 

FORM  Q  62     COMMONWEALTH  EDISON  CO. 

SCHEDULE- OPERATING  &  INVESTMENT  ACCOUNTS 

• 

o 

MATERIAL  SCMEDlll  E  NO. 

MONTH 

iq 

OPERATING 

INVESTMENT                                | 

SUPPLY 
TICKET  NO. 

-™-  -■    i     ^=;«T/' 

PcRCENIAGE 

ACCOUNT  NO. 

TOTAL  COST 
AMOUNT 

PERCENTAGE 

• 

• 

FORM  26,   Schedule  of  Supply  Tickets  for  Opera- 
ting and  Investment  Accounts,  8t*  x  13i*. 


" "■      ■               -                                  ■ -— ~ — >. 

DATE 

RCQN.  OW 
TICKET  Ha 

AMOUNT 
OROEREO 

RCCSIVEO 

OCLIVEREO 

ON  HANO 

QKfU 

TICKET  MX 

WObllT 

<ICCeiVED 

tELIVEREO 

ON  HPkKP 

■ 

s 

1 

a 
Si 

■'- 

^8 

<^^ 

• 

W$ 

gi 

€^Z 

CAT.  NO^ 

r 

F.srmPTJON    -                                                                                            APTiriF 

FORM  27,  Stock  Record,  lO^*  x  4i*. 

360 


font  C  69    COMMOMWEALTH  EOISON  a>. 

SCHEDULE  BILLS  RENDEIIED-MDSE. 


MERCHANDISE  SCHEDULE  NO.. 
DATE 


BILL  NO. 


TOTAL  MOSE. 
SiALES  BILLED 


COST  OF  ALL 
MERCHANDISE 
SALES  BILLED 


FORM  28.  Schedule  of  Bills  Rendered,  5i"  x  13". 


APPENHTX  B 


ANNUAL  REPORT  OP  AN  ELECTRIC  UTILITY 

as  Required  by  the 
ILLINOIS  COMMERCE  COMMISSION 


FORM  11 


ANNUAL  REPORT 

OF 


1 

I 


For  the  Year  Ended  December  31,  1924 


TO  THE 


Commerce  Commission 


SPRINGFIELD,  ILLINOIS 


FRANK  L.  SMITH,  Chairman 

CICERO  J.  LINDLY 

HAL.  W.  TROVILLION 

P.  H.  MOYNIHAN 

WM.  J.  SMITH 

WM.  BURKHARDT 

Et)W.  H.  WRIGHT,  Commissioners 


JULIUS  JOHNSON,  Secretary 

FRANK  A.  HEERMANS,  Assistant  Secretary 

C.  G.  BENNETT,  Chief  Engineer 

H.  M.  SLATER,  Transportation  Rate  Expert 

W.  M.  HAMMOND,  Chief  Accountant 

H.  E.  WOOD,  Supervisor  of  Orders 


Received  for  Filing 


„-.- - ,  1925. 


OiBcer  to  whom  correspondence  concerning  this  report  stiould  be  addressed: 

Name Title . Address  _ 


2198J— 450  Books   JBFrB»BOii«  vtUTiKo  co. 


^  flraurariii.Bt  illikom 
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Annuai  Report  to  Illinois  Commerce  Commission 


NOTICE 

1.  This  Form  for  Annual  Report  should  be  filled  out  In  duplicate;  one  copy  to  be  returned  to  the  office  of  the  ILLINOIS 
COMMERCE  COMMISSION,  Springfield,  Illinois,  by  Marcli  31,  1925,  and  one  copy  to  be  retained  in  the  fi?e.>  of  the  lespondent. 
Attention  is  directed  to  the  provisions  of  Section  19  of  an  act  concerning  public  utilities,  approved  June  29,  1921: 

'•Sec.  19.  Each  public  utility  in  the  State  shall  each  year  furnish  to  the  CommisBion,  In  such  form  as  the 
Comraiss'on  shall  require,  annual  reports  as  to  all  the  items  mentioned  m  the  preceding  sections  of  this  article, 
and  in  addition  such  other  items,  whether  of  a  nature  similar  to  those  therein  enumerated  or  otlierwise,  as  the 
Commission  may  prescribe.  Such  annual  reports  shall  contain  all  the  required  information  for  the  period  of  twelve 
months  endmg  on  the  thirtieth  day  of  June  In  eash  year,  or  ending  on  the  thirty-first  day  of  December  in  each 
year,  as  the  Commission  may  by  order  prescribe  lor  each  class  of  public  utilities,  and  shall  be  filed  with  the 
Commission  at  its  ofhca  in  Springfield  within  three  months  after  the  close  o*f  the  year  for  v/hich  the  report  is  made. 
The  Commission  phall  have  authority  to  require  any  public  utility  to  file  monthly  reports  of  earnings  and  expensps 
of  such  utility,  and  to  file  other  periodical  or  special,  or  both  periodical  and  special  reports  concerning  anv  matter 
about  which  the  Commission  is  authorized  by  law  to  keep  itself  informed.  ALL  REPORTS  SHALL  BE  UNDER 
OATH. 

"When  any  report  Is  erroneous  or  defective  or  appears  to  the  Commission  to  be  erroneous  or  defective,  the  Com- 
mission may  notify  the  public  utility  to  amend  such  report  within  thirty  days,  and  before  or  after  the  termination 
of  such  period  the  Commission  may  examine  the  oflicera,  agents  or  employees  and  boolvs,  records,  accounts,  vouch- 
ers, plant,  equipment,  and  property  of  such  public  utility,  and  correct  such  items  in  the  report  as  upon  such  exam- 
ination the  Commission  may  find  defective  or  erroneous.  •••*•♦«•♦» 

Any  public  utility  which  fails  to  make  and  file  any  report  called  for  by  the  Commission  within  the  time  speci- 
fied: or  to  make  specific  answer  to  any  question  propounded  by  the  Commission  within  thirty  days  from  the  time  It 
is  lawfully  required  to  do  so,  or  within  such  further  time,  not  to  exceed  ninety  days,  as  may  in  its  discretion  be 
allowed  by  the  Commission,  shall  forfeit  ?100  for  each  and  every  day  it  may  so  bo  in  default. 

Any  person  v.ho  wilfully  makes  any  false  return  or  report  to  the  Commission,  or  to  any  member,  officer,  or 
employee  thereof,  and  any  person  who  aids  or  abets  such  person,  shall,  upon  conviction,  be  subject  to  imprison- 
ment in  the  county  jail  not  exceeding  one  year,  or  to  a  fine  not  exceeding  one  thousand  dollars,  or  both." 

2.  Every  inquiry  contained  in  this  annual  report  must  be  definitely  answered.  Where  the  woid  "none"  truly  and  com- 
pletely states  the  fact  it  should  be  given  as  the  answer  to  any  particular  inquiry  or  any  particular  portion  of  an  inquiry. 
Except  In  cases  where  they  are  specially  authorized,  cancellations,  arbitrary  check  marks,  and  the  like,  must  not  be  used  either 
as  partial  or  as  entire  answers  to  inquiries. 

.3.  If  it  is  necessary  or  desirable  to  insert  additional  statements,  typewritten  or  other,  in  a  report,  care  .'•.hould  be  taken 
that  they  be  legibly  made  on  paper  of  a  durable  sort,  and  as  a  rule,  of  a  size  riot  exceeding  that  of  a  page.  Inserted  sheets 
should  he  securely  attached,  preferably  at  the  inner  margin  For  the  purpose  of  this  report  the  word  "Corporation"  should, 
in  all  appropriate  cases,  be  construed  as  including  joint  stock  companies,  a^^sociatlons,  firms,  or  individuals. 

4.  The  respondent  company  is  requested  to  send  to  tlie  Commission  two  copies  of  its  latest  printed  annual  report  to  stock- 
holders. 

5.  This  report  must  not  include  accounts  of  Electric  Railways  where  separate  books  are  kept  and  reports  are  made  in  full  in 
annual  report  form  2  for  electric  railways.  Such  accounts  are  to  be  reported  herein  only  where  hooks  have  been  so  kept  that  a 
separation  cannot  be  made  as  between  electric  railway  investment  and  operation,  and  electric,  gas,  heating  and  water  utility 
investment  and  operations. 
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Report  for  th«  Year  Ended  December  31.  1924 


S 


Section  I 


CORPORATE  HISTORY  AND  CONTROL 

BALANCE  SHEET 

INCOME  ACCOUNT 

PROFIT  AND  LOSS  ACCOUNT 
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3.    Undfcr  laws  of  what  State  incorporated? 


Annual  Rtport  to  Itltnofv  Commerce  Commitsion 


I  HISTORY  AND  CONTROL. 

1.    Exact  name  of  company  making  this  reoort 


2.    Date  of  incorporation. 


li  BPt  iacfTrporated  cjyp  dftrc  nf  ni-yoTtfynfip^ 


4.    If  a  consolidaieo  company,  name  the  eonstitnont  r^^mpanl5fl 


5.     Date  and  authority  for  each  consoltdatton^ 


6.    H  a  reorganised  compaay.  give  name  of  original  corrcrration  and  refer  to  law,  under  which  »t  w».  ^^...^ 


7.    Date  of  la^  t  meeting  of  stockholders  for  election  of  dir.jctors. 


8.    Total  number  of  stockholdera  December  3i,  1924. 
S.    Has  each  share  of  stock  one  vote? 


If  otherwise,  explain  voting  rights. 


: 


10>    Hag  any  iasue  of  securitiea  contingent  votfgg  rights ? 


If  so.  explain  character  of  such  rtgiita. 


IL    Has  any  issue  of  securities  special  privileges  tn  the  cl.Kstfon  of  directors? 


If  so.  explain  character  of  aiich  prlvilegea, 


12.    Did  any  other  corporation,  or  corporaUc,.  control  th«  respondent  on  December  31.  1924.  ,t  .pntrn.  w,.  ..  h.M  ■ 

. (<^>     The  form  of  control,  whether  sole  or  joint:  ~       "  ' 


(b>     The.name  of  the  controlling  corporation  or  corporationar 


(c)     The  mann*?r  in  which  control  was  pstabllshfld 
(d>    The  extent  of  control; 


(<■')     Whether  cnritrol  was  direct  or  indirect; 


(/)     The  name  of  the  intermediary  thrm,rh  whr.^  onntrol,  if  i.^r.-..^    ....  nmhlhtim 


i:j.     Cor;joTatlon3  oontrolleu  by  respondent. 


DIRECTORS. 


21 


22 


Kame  of  DJrector. 
(a) 


Office   Addre?8. 
(b) 


23 


'J-i 


26 


Term   Expires, 
(e) 


OFFICERS. 


Liae 
N'o. 


Title  c£  Genei-ai  Officer. 
(a) 


31     Piealdent, 


■M 


33 


n 


95 


Secretary, 


Name  and  office  addr<js.i  of  person  holding  offlee  at  close  of  year. 


Treasurer, 


V  udltor, 


36 


?.l 


General   Muna^er, 


Chief   Engineer, 


38.    Where  are  general  Books  and  Records  of  Aooounts  keptf 
;i9.    Give  name  of  olfiocr  in  charge  of  same. 


40.    When  does  your  fiscal  year  close? 


41.    Is  the  period  covered  by  this  report  thR.calendar  year  endied  December  31.  1924? 
covered  and  reason  therefor. 

""  568 


If  not,  state  exact  period. 


Jl 


J^eporl  for  th<  Year  Ended  December  31,  1924 


SECURITY    HOLDERS   AND   VOTING    POWER. 


cl08ln«/o"  'Ae  S5S."fc^t*'?rth^7es*^^^^  '^^  concerning   the   members  of  th*  " 


Number  of 

otps  to  whicl 

member  was 

entitled. 

(o) 


.h„u.H  .oM,..^-,Kvi  ;;?s,-:"si-  „„  ^ 


10 


11 


12 


12 


14 


16 


16 


^17 
16 


Oth«r 

seouritles  vrtih 

voting  power. 

(0) 


A 


IMPORTANT  CHANGES  DURING  THE  YEAR 


(T.e  .„po.a«  P..3.0..  C.a..e,  ...s  .e  „„  ,Uo..  .e  e.u.„a.a  .  .e  .ep.a.e  .pons  .,  .e  .e.a..en.  ..«..., 
L    All  CoDSoIldatiODs  or  Reorganizations  pfrpr>-oH 


2.    All  Changes  in  the  respondent's  holdinr-  nl"i;^s  and  rnn...  n.K. 


3.    All  other  important  Flpanclal  Changes. 


^    All  New  F  ranchises  Acquired. 


t.     /ill  i.eayt)k   IftKCB  Oi'  iiUPlMd^rdd. 


: 
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Annual  Report  to  Itlinois  Commerce  Commission 

IT"                                                                                    i 

H                                                                   l^^          COMPARATIVE  GENERAL  BALANCE  SHEET.                                                                                    | 

Show  the  Items  of  assets  of  the  respondent  as  of  the  beglimirs  and  tliose  as  of  the  close  of  the  year,  clasElfied  in  accordance          R 
with  the  Uniform  Classiflcations  of  Accounts  for  Eleetric,  Gas,  Heating  and  Water  Utilitios,  and  for  each  Item  or  total  show  the  net          || 
change  during  the  year,  showing  net  increases  in  bJack  ink  and  net  decreases  in  red  ink.                                                                       H 

The  entries  in  column  (a)  should  correspond  with  the  figures  in  the  previous  year's  report,                                                          1 

The  entries  must  be  consistent  with  the  details  shown  tm  the  pages  indicated.                                                                                   1 

Line 
No. 

Balance  at   beginnini; 
of  year. 

(a) 

ASSETS, 
(b) 

Balance  at  cIos« 
of  year. 

Increase  or,            H 
Decrease.  [           1 

^ 

"^ 

or- 

101.    Fixed  Capital,  page  8, 

X" 

r— 

n 

T' 

J 

'Z 

1 

'• 

• 

• 

CURRENT  ASSETS: 

• 

• 

• 

• 

» 

tt 

• 

4 

> 

» 

J 

3 

111.    Cash, 

J 

4 

112.    Notes  Receivable 

' 

5 

113.    Accounts  Receivable,  page  10, 

6 

114.    Interest  and  Dividends  Receivable, 

, 

« 

115.    Marketable  Securities,  page  10, 

« 

116.    Materials  and  Supplies, 

., 

» 

117.    Prepayments,  page  10, 

10 

118.    Subscribers  to  Capital  Stock, 

' 

• 

11 

13 

— 

119.    Miscellaneous  Current  Assets,  page  10, 

Total  Current  Assets, 

13 

« 

• 

• 

» 

MISCELLANEOUS  ASSETS : 

• 

• 

• 

1 

• 

• 

• 

* 

14 

121.    Inv^stments  in  Affiliated  Companies,  page  11, 

15 

122.    Miscellaneous  Investments,  page  12, 

' 

■ 

16 

123.    Sinking  Funds,  page  13. 

' 

17 

124.    Replacement  Fund,  page  13, 

. 

-18 

125.    Miscellaneous  Special  Funds,  page  13, 

l» 

126.    Special  Deposits,  page  14, 

... 

20 

Total  Miscellaneous  Assets, 

f" 

21     j 

• 

• 

• 

1 

DEFERRED  DB^BITS: 

• 

• 

» 

1 

• 

H 

• 

> 

> 

22 

131.    Unamortized  Debt  Discount  and  Expense,  page  16, 

• 

i 

■ 

23 

132.    Property  Abandoned,  page  12, 

■ 

24 

133.    Jobbing  Accounts, 

■ 

25 

134.    Clearing  or  Apportionment  Accounts, 

26 

1 

135.    Work  In  Progress, 

■ 

MM 

27 

136.    Miscellaneous  Deferred  Debits,  ])age  J  4, 

28 

Total  Deferred  Debits. 

m 

■ 

— ^ 

29 

• 

• 

» 

1 

ADJUSTMENT  ACCOUNTS: 

• 

> 

• 

r 

• 

* 

» 

1 

80 

141.    Discount  dn  Capital  Stock,  page  15. 

■ 

31 

142.    Reacquired  Securities,  pages  15,  16, 

- 

32     1 

"■ 

143.    Treasury  Securities,  pages  15,  16, 

«   J 

TOTAL  ASSETS. 

■WH 

f  ■■■1        "-"-^ •-•— ' '      -                                                                                                              • -s— -^ ■         '          .     ■     ■                ■      ■                               ... 

===— i^ __ 1 mi 
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Report  for  the  Year  Ended  December  31,  1924 


COMPARATIVE  GENE!^AL  BALANCE  SHEET, 


Show  the  item«?  of  llablHtJef?  of  thf  respondent  as  of  the  'ceglnnitif:  and  those  of  the  close  of  the  year,  cJassifJed  in  accord- 
ance with  the  Uniform  Classificaiions  of  Account;:-  for  Electric,  Cias,  Heating  and  Water  Utilities,  and  for  each  item  or  total  show 
the  net  change  during  the  year,  showing  net  increases  in  black  ink  and  net  decreases  in  red  ink. 

The  entries  In  column  (a)  should  correspond  with  the  figures  in  the  previous  year's  report. 

The  entries  must  be  consistent  with  details  shown  on  the  r^iges  indicated. 


Jim 

Wo, 


JL. 


JiL 


JLL 


J^ 


Balance  at  t>«Rlnning 
of  year. 


(a) 


JLJU 


JL 


Ji. 


Ufi. 


17 


Ji. 


\9 


20 


•2\ 


22 


28 


24 


25 


27 


28 


28 


SO 


81 


82 


M 


LIABILITIES 
(b) 


om       rn^itnl  stork    nngf>  IS. 


OnO         PT.^.^^<MTr,    i^r.     ropltal    gVnHf      pigi>    Tl 


203.    Capital  Stock  Subscribed, 


;il.    iMnsj  Term  Debt,  page  16. 


212.    Receiver's  Certificates,  page  16. 


MTRRENT  LIABILITIES: 


221.     Notes  Payable,  page  A7, 


222.    Accounts  Payable, 


9.?^       rifvnsimiPr^'  Donoaita. 


?24.     Matured  Interest  Unpaid. 


225.    Dividends  Declared,  page  18^ 


s 


226.     Matured  Long  Tenu  DebtUpp^Fd^ 


m.     NifT'^*^ll?^?g^lB  r'■V^^^r^t  Liabilities,  page  21^ 
T'-'tMl  n.irrfnt   f .i»bilirif^h, 


.^rppTTP.nr  TAPU.TTTF.q- 


231.    Taxes  Accrued,  page  24. 


232.    Interest  Accrued, 


'S3.    Miscellaneous  Accrued  Liabilities,  page  21, 


Total  Accrued  Liabilities, 


241.    Advances  from  Affiliated  Companies,  page  IS, 


HESEUVES: 


251.    Retirement  Reserve,  page  19, 


=s 


252.     Casualty  and  Insprance  Reserve,  page  20, 


253.    Unamortized  Premium  on  Debt,  page  16, 


2.54.    Sinking  Fund  Reservea,  page  2i), 


255.    Contributions  for  Extensions,  page  20, 


256.    Contingency  Reserve,  page  20, 


257.     Miscellaneous  Reserves,  page  20, 
Total  Reserves, 


2G1.    Miscellaneous  Unadjusted  Credits,  page  21, 


270.     Profit  and  Loss— Balance,  page  23, 


TOTAL  LIABILITIES, 


Ea'.ai'oe   at  close 
of  year. 


: 


Increase    or 
Decroaae. 

jCdl 


U 


l! 


J 
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Annuat  Report  to  IIHnolg  CoTumcrce  Commiitaion 


3 


FIXKD  CAPITAL. 

Show  hereunder  a  summary  of  the  Fixed  Capital  of  tho  respondent  assignable  to  Account  No.  101. 

If  the  respondent  conducts  two  or  more  kinds  of  operations,  (such  as  electric  and  gas)  and  the  fixed  canital  inptftliPri  rrinr 
to  Jan-iary  1.  1923   (the  effective  date  of  the  Uniform  Classification  of  Accounts  for  such  operations"  Sn?ot  be  seere^^^^^ 
show  separately  the  total  amount  assignable  to  electric,  ga;?.  heating,  xvater  and  other  classes  of  investment  indicated   the  total 
investment  of  the  respondent  at  beginning  of  year  should  be  shown  on  line  9.  muitawu,  lae  xoiai 

If  the  fixed  capital  installed  prior  to  January  1.  1923,  has  been  reclassified  during  the  year  in  accordance  with  the  orescribod 
accounts,  the  enUre  investment  may  be  classified  under  fixed  capital  changes  during  the  year.  Attention  should  b<»  dir^rfpri  in  a 
lootnote  to  the  fact  that  sucli  reclassification  has  been  made.  Aitemion  snouio  De  directed  in  a 


Lire 


ITEM, 
(a) 


T 


FIXED  CAPITAL  AT  BEGINNING  OP  YEAR; 


Electric, 


GaSf 


Heatiag. 


Water. 


EUectric  Railroad. 


Other  DfcT>artmeats. 


General  (see  text  of  Account  No.  101). 


Jfl. 


01. 


.12. 


I  a 


J4. 


JJL 


JUL 


JL2. 


-U. 


Total  Fixed  Capital  at  beginning  of  year. 


FIXED  CAPITAL  CHANGES  DURING  YEAR:* 


Electric,  page  E3. 


Gas,  page  G3. 


,iT^^^4?R.  P»fie  H2. 


Water,  page  W3. 


Electric  Railroad— Form  2. 


Other  Departments,  naga  9 


General,  page  9  (see  text  of  Acconnt  No  inn 


Total  DP.t  increase  Tor  derrp.ispl  fliiHr.y  vAa]^ 


19    Fixed  Capital  at  close  of  year  (Acct.  101), 


Amount 


=». 


c. 


*  Show  increases  in  black  and  decreases  in  red. 


R  IE  MARK  8 


h 


37« 


^ 

Report  for  the  Year  Ended  Decenr>ber  31 

,  1924 

9 

• 

FIXED  CAPITAL  CHANGES  DURING  YEAR— OTHER  DEPARTMENTS. 

Show  the  particulars  called  for  concerning  the  fixed  capital  of  the  respondent  In  departments  other  than  electric,  ges.  heating 
and  water. 

Line 
No. 

DEPARTMENT. 
(«) 

Fixed  Capital 

Installed 
during  year. 

(b) 

^**ml?ed''^'             Adjustment, 
during  Jiar.              ^^^^^  y^^' 

(c)                             (d) 

Net  Change* 
during  year. 

(e) 

1 

1  "— 

EJectric  Railway. 

$ 

t. 

$ 

1  .     }                              '.. 

$                            •- 

2 

Ice, 

3 

Other  (specify), 

4 

5 

0 

Total, 

1 

*  Show  increases  in  black,  decrtasea  in  red. 

L.    ■        ■-/r"...L.  I.   -!■!■« 

FIXED  CAPITAL,  GENERAL—CHANGES  DURING  YEAR. 

If  expenditures  for  fixed  capital  devoted  to  two  or  more  classes  of  operations  are  not  apportioned  to  the  varlons  departments 
Interested,  show  hereunder  the  changes  during  the  year  in  fixed  capital  not  assignable  to  any  particular  department. 

If  ^uch  e-Kpenditures  are  apportioned,  that  fact  should  be  noted  and  the  basis  of  the  apportionment  stated  in  a  footnote. 

,.,                                                                                                     ..  ■     II       '         '       '    '          -  --.   ■  —        ■  ■ ""      "  - 

Line 

No. 

Name  of  Account. 

Fixed  Capital 

installed 
during   year. 

(b) 

Fixed  C£ 
retire 
during 

(c) 

ipItaJ             Adjustments 
year.              during  year. 

<d> 

N«it  Change 
duritff  year. 

r4— TT- 

11 

? 

c. 

? 

:.        $ 

5                            J. 

1*1 

i<) 

' 

14 

15 

ic 

,7 

I 

If. 

19 

20 

21 

■'■' 

1    23 

24 

Total.                                                                                                                1 

:::::i:: 

1 

1 1 ■ —                       ■  "              "  "  ' 

' 
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Annual  Report  to  Illinois  Comnnerce  Commltslon 


ACCOUNTS    RECEIVABLE. 


ss^s 


BhnK^H^l''lfL^®/>l"o^f '«„*''?""^t  receivable  as  carried  in  balance  sheet  account  Xo.  113.    Accounts  with  atnilated  companies 
shoujd  include  those  accounts  subject  to  current  settlement,  but  not  amounts  classifiable  as  investment  advances. 


I  Line 

No 


1       Ci,uuumt^ra'    A^/.p,^p|c) 


2_ACC0Untff    with    afflliatftd    rnmnnni!... 


DESCR[PT[OX, 
(a) 


Amount, 
(b) 


i„  Mi.scoManfcous  accounts  receivable. 


iLino 

No 


iiL 


J±. 


J2L 


19 


14 


15 
1»> 


Line 

No. 


JUL 


-25- 


.^ 


27 


78 


Lint 

No. 


•30 


31 


82 


Xi 


Hi 


85 


.JiL 


JL 


.M^ 


Total. 


MARKETABLE  SECURITIES. 


DpscripUcn  of  .Security, 


Interest   or 
Divldenfls. 


Rate 
<b) 


■r»..tai 


Amount, 
(c) 


Par 
Value. 

(d) 


Cost  or 
Book    Value. 


(•) 


PREPAYMENTS. 


I  'rpcription. 


TMf:!l. 


Amount, 
(b) 


*=* 





MISCELLANEOUS  CURRENT  ASSETS. 


Description, 
(a) 


Amount, 
(b) 


c. 


>4«. 


JiL 


Ussietr 


Tf.tnl. 


374 


SPS" 


I 


INVESTMENTS    IN    AFFILIATED   COMPANIES. 

1 

Line 
No. 

Name  of  Company  and  Security. 

Pledged. 

Unpledged. 

Interest  or  Dividends.                   || 

Tota 

Par  Va 

il 

line. 

Cost  or 
Book  Vslue. 

Total 
Par  Value. 

Cost  or 
Book  Value. 

Total    Cost    or 
Book  Value. 

Bate. 

Amount. 

, 

Stocks, 

i 

( 

1. 

t 

!. 

1 

^! 

1 

B. 

J 

:. 

%                                                    B. 

2 

* 

:i 

4 

5 

6 

R 

" 

9 

10 

Bonds, 

11 

12 

13 

14 

u 

^ 

1.1 

CTl 

16 

Notes. 

... 

_^ 

J7 

.  J 

18 

"n 

19 

I 

:.o 

- 

. 

fl 

Advances, 

1 
— 1 

1 

22 

L  -i  . 

1 

.  __  ■ 

23 

f      ' — — ■■ 

Total. 

- 

1- 

L 

1 

1 

M 

-J 

1       1 1 1 1 1  M  II 

ADVANCES  TO   AFFILIATED  COMPANIES. 

Line 
No. 

NAME  OF  DEBTOR  COMPANY. 

Total    Amount 
Outstanding  at 
BcginninK  of  Tea 
(b) 

Principal  Advanced  During  Tear.      |  Principal  Repaid  During  Tear. 

Interest. 

Amount, 
.r 

Date  of 
Advance. 

Date  ot  1          Amount, 
MaturllyJ 

I>ate    of 
Repayment. 

(g) 

Rate    per 
Annum. 

Amount  Accrued 

During  Year. 

(1) 

Total   Amount 
Outstanding  at 
Close  of  Tear. 

<J>                1 

1 

]• 

< 

.     S 

< 

> 

1 

< 

, 

% 

% 

N^TTT'i 

't 

-    - 

■■i 

[ 

3 

k- 

4 

1 

o 

1 

6 

— ■ 

ll.i 

h— 

11    1  >  !  I.  1  1  M  il 

7 

1                                   1 

1       !      ill 

'-   , 

1 

II      Mill! 

»1 

^ 

r...        , 

_  ^>, 

1 

^mm 

W) 

- 

-- 

— 

i 

11 

- 

I 

1  il    Mill! 

■ 

^ 

Total 

i->« 

i»-  -.m 

1 

mim%£.mfjm 

1 

M      M 

5 

L..    .  , 

-L 

^^^ 

r-  ,-, 

- 

-1-=!... 

3) 

n 

O 


» 

m 

3 
CL 
n 
Q. 

D 
o 
o 
t» 

3 

IT 
A 

-1 


4k 


BBOB 


ro 


MISCELLANEOUS  INVESTMENTS. 


-J 


Not  held  i 

n  Sinking 

or  Other  Special  Funds. 

Line 
No. 

Description  of  Property  or  Security. 

Piedgred. 

1                    Unplcds;ed. 

Interest,  Rent  or  Dividends.             § 

Total 

Par   Value, 

(b) 

Cost  or                   Total 
Book  Value.          Par  Value, 
(c)                         (d) 

Cost  or 

Book  Value 

(e> 

Total  Cost  or 
Boole  Value. 

(f) 

Rate. 

(a) 

Amount. 
(t«) 

1 

Ph>.sical  property: 

$ 

{  . 

1 

1.  'T^ 

.     1 

r     - 

^  - 

$ 

c. 

1 

'. 

2 

9 

Securities: 

A 

r- 

« 

„      8 

/ 

,- J^ 

10 

-J- 

I^ 

1  n 

1  lA 

i  K. 

II 

i  - 

Tntnl                                                                                                            _ 

1 

ill 

(  - 

_^ 

Li 

PROPERTY  ABANDONED. 

_ _____ ^ 1                           ■■■                    1     .       ■■            1              ■■■         .            .      .     1.    1       1          1  HI  J    1]     1     1.  _ii_.j       1             !g^e^ 

Line 

No. 

— — ■           ,       ,.                           .              ...             .    ■                        — : = — ■ 

DESCRIPTION  AND  EXPLANATION. 
(a) 

Date  of 
Abandon- 
ment, 
(b) 

Cost  cf   Properly  U 
Abandoned.        V 

(e)                1 

AMOUNT  ^VRITTEN  OFF  PRIOR  Tol 
BEGINNING  OF  TEAR.              | 

AMOUNT   WRITTEN   OFF 
DURINQ    YEAR. 

Balance  at 

To  Depreciation 

or  Other  Reserve. 

(d) 

To  Operating      1 
Expense.          1 

To  Depreciation 

or  Other  Reserve. 

(f) 

To  Operating 
Expense. 

Close  of  Year. 

11 

1 

«i. 

1 

i. 

t 

1 

1 

1  1. 

1 

4 

• 

1 

(. 

a» 

1 

4:i 

41 

. — 

M 

jr 

r 

n; 

Total 

, 

^ 

(■■^ 

tl^ 

W          '< 



_     . — n 

— — 

- 

J. . 

3 
C 

a* 
a 


o 

5* 
o 

o 
3 
3 


o 

o 
3 

3 


Report  for  tt^e  Year  Ended  December  3t,  t924 


.-.oie-in  cas'e  [„«  curacter  oi  any  luem  is  not  ^ully  d«sclose<l.'fuU  txplanation  musCb^^d^ 

377 
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Annua:  Report  to  Illinois  Commerce  Commission 


SPECIAL  DEPOSITS. 


DESIGNATION  OF  DEPOSIT  AND  DESCRIPTION 
OP  SECURITY  OR   PROPERTY. 

(a) 


a. 


10 


Ti'tal, 


SECURITIES. 


Par  "V'alue. 
(t») 


Cost  or 
Book  Value. 


Cash, 
(d) 


Total, 
(e) 


MISCELLANEOUS  DEFERRED  DEBITS 


I 


J 


378 


- 

CAPITAL   STOCK. 

Line 
No. 

KIND    OP   STOCK. 

Number   of 

Shares 
Autliorized. 

Tar  va'.uJ  Total  Par  Value     Amount  of  Author- 
of  One  B        Authorized.           izatlon    Cancelled 

bnare.     1                                                      1       Prinr    tn     reaiic 

Par  Value  of      1        Reacquired 
Amount  Issued,    fl       After  Issue 
jl    and  Cancelled. 

PAR  VALUE  OUTSTANDING. 

Not  Held  by  or 
for  Respondent. 

(h) 

REACQUIRED. 

(b) 

(c) 

(d) 

(.) 

Unpledged. 
(1) 

Pledged. 
(J) 

1 

Common, 

i 

$ 

e.    t 

^ 

c. 

1 

Ill- 

c.     1 

c. 

1 

e. 

$ 

B. 

7" 

—M 

■MB 

e. 

2 

'■  "■ 

— 1 

■■"" 

■■— . 

"■" 

-1 

3 

Preferred, 

■"" 

_i 

^"^"^ 

■*■ 

■M 

■4 

"^ 

■" 

" 

5 

~ 

■M^ 

^" 

6 

" 

~ 

"■"*■ 

^ 

i^ 

' 

7 

^ 

~ 

■~ 

"" 

^" 

"■■ 

"■ 

6 

Total. 

' ■ '— f! 

» 

1 

._.i 

= 

__ 

_ 

. 

_ 

k« 

L_ 

L.,.,^ 

-t 

3 

Line 
No. 

PAR   VALUE   OUTSTANBING-Co 

ntinued. 

_                                                       PREMIUM  AND  DISCOUNT  ON   CAPITAL  STOCK.                                             1 

Name   of  Account   Credited    or 

Debited    with    Premium    and 

Discount    Written    off    During 

Year. 

(u) 

■a 
o 

-t 

Tesued  and   Held  in  Treasury. 

In     Rinlfln»    ni- 

Trtfal     'P'>»     tr«i. 

IS      Utiextingul3he«  Premium   Re- 
Premium  at  Beflalized  on  Stock 
m    ginning  of  Yea!{|  Issued   During 
1          Year. 
(0)             1             (p) 

Premium           TTnextinguished 
Released             Discount   at 
During  Tear.        Beginning   of 

(q>                              (r) 

Discount   Ex- 
tifiguLshed   Dur- 
ing  the   Year. 

(») 

Discount   or 

I'remiuni  at 

Close  of  Year. 

(t) 

O 

V 

nplcd 
(k] 

Iged. 

1 

Pledg 
(1) 

:ed. 

Ot 

her 
Fu 

F — '' 

Reserve 
ads. 

n) 

Out.sta 

(Columns 

inclu! 

(r 

11           TCUil 

mdlng 
h   to  1 

!iV6.) 
1) 

-» 
**• 
3" 
» 

< 
ft 
11 

1 

$ 

_^ 

C. 

$  ■       ■ 

J* 

$ 

c. 

$ 

f 

c       $ 

5.      $ 

c. 

$ 

c.    i 

c. 

9 

c. 

$ 

■"■"^ 

F 

2 

^^^ 

_ 

™» 

___ 

1 



HI 

3 

n 

3 

__ 

_, 

j 

4 

o 
n 

5 

_ 

tJ 

h— 

k-' 

'~~ 

1 

w 

7 

_ 



•^ 

— 

MB 

^^^ 

^^ 

h- 

T 

II 

_ 

-^ 

.    ,   , 

_ 

1 

1 

_., 

4ik 

REMARKS. 

!  ■  ■  *     •    1 

»    *^'  4 

—A*— ■ 

- 

1 

&; 

1 

^ 

LONG  TERM  DEBT— UNMATURED. 


I 


n 

^^M 

II             TERM.             1 

T3a  ■• 

^r—  • 

B 

Amount  of 

1  _ 

1 

Reacquired 

.  After  Issue 

and 

Cancelled. 

(0) 

PAR    VALUE    OUTSTANDING.                                                         { 

iLlne 

iN'o 

Description  ot  Obiigalion. 
(a) 

Date  of  1 

Date  of 

Maturity. 

(c) 

Par    vaiue            Aumorizaiion  |      far  vame  oi 
Authorized.          Cancelled  lYiorl    Amount  Issued, 
to  ft>sue.       1 
(tf)                            (•)             1               (f) 

Not  Held 

for  Resp( 

W 

bv  or      ,       _ 

REACQUIRED.                 |         ] 

HELD  IN  TREASURY.       J 

(b) 

)ndent.          Unpledged.      1       Pledged.        1      Unpledged. 
(i)              1             n>             1             (k\ 

Pledged.        1 

1 
— 

$ 

■    r 

•I- 

C!. 

1 

B. 

1 

c.    J 

0.     1 

Ic.    % 

c. 

$ 

o 

3 

4 

* 

6 

6 

7 

L   ^ 

9 

Total. 

-I  — T=  —  tnsrsTsisz  t=*—.  c  »= 

Par  Value  Outstanding— Continued.] 

INTEREST. 

DISCOUNT*  AND  PREMIUM  ON  FUNDED  DEBT  OUTSTANDING.              || 

Held  in  Sinking 

or  other 
Reserve  Funds. 

Tot.'il    Par    Value 

Out.standlng. 

(Gnluirn'^  h   to  m 

inclusive.) 

(n> 

Rate. 
(0) 

"When 
Payable. 

(P) 

Accrued 
During   Year 

(q) 

Pai< 
During 

(r) 

Liability  ut  Close  of  Year. 

^^Dlsoou^'^nr^^      Discount  on         Premium  on         Discount  or        Unextln^i.-hcd  U 

Prpmliim  of        Actual   Issues      Actual  Issues           Premium              Discount  or      fl 

R^"imrinP          ^^"^^   During      Made   During        Written   off           Premium  at      H 

^  Year.                    ^^'-                     ^*'^^'              During  Year.        Close  of  Year.    I] 

(u)                         (V)                        (w)                        (X)                          (y)              B 

Line 
No. 

Year         Matured  Int. 
Unpaid. 

Accrued 
Not  Due. 

(t) 

r^ 

1 

$ 

c 

1 

5. 

1 

i.    i 

c.     $ 

C. 

1 

C. 

$ 

0.      < 

y    1 

|c.     $ 

c.      1                             X 

a> 
o 

O 

■^ 

3 

4 

5 

r. 

. 

t 

i               _ 

8 

1 

^ 

,  j_ 

_ 

^^ 

i 

. 

•  Include  unamortized  expenae. 

RECEIVER'S  CERTIFICAT 

E8. 

Line 
No. 

DATE  ISSUED. 

Amount    Issued. 

Amount  Outsta 
(c) 

PRINCIPAL.                                       I                                       INTEREST.                                        |                   | 

ndins- 

Amount 
Durinff 

Paid 
Year. 

■  — —  -' 

Amount  Funded  or 
Otherwise  Disposed  of. 

(•) 

Raid.     B 

Amount   Accrued            Amount  Paid  During                      B 

During  Year.                               Year.                                      ■ 

(t)                                        (0)                        <••*      1 

1 

^ 

JB. 

■r-- 

"         ^   %- 

e.    1 

B.       « 

t.      1 

■ 

B-             % 

2 

» 

4 

5 

6 

«l-. 

Total. 

— i- 

: ^ 

...I 

> 

3 
C 
» 

A 
O 

a. 


3 
O 


O 
o 

3 

3 

-» 

rt 

A 

O 

o 

3 

3 

S" 
»^ 

5* 

3 


.Vo. 


Date   of 
Issue. 


Date  of 
Maturitr. 

(b) 


I 


NOTES   PAYABLE. 


Name  of  Creditor  or  of  Obligation. 
(C) 


Amount  Outstanding 
at  Close  of  Year. 


Total. 


w. 


INTEREST. 

Accrued    DuringI    Paid   During 


] 


Year. 


Year. 

la 


Collateral.    If   Any. 
^°^ 


Is  Present 

Note    a 

Renewal? 

im 


IF  A  RENEWAL 

bate  of 


Issue  of 
Original   Note. 


Amount  of 
Original  Note, 

i .. L A 


T»c   ..ua   ...Ued   for  l>elo.  shouM  .c  g,ven  oonocrning  all  securUlcs.  issued  or  assu.fd^b^STe' reVpon^enrZh^ther  or  not  authorized  .y  t^e  Commission. 


Held  by  or  for    I  Not  Held  by  or  for  I   Total  Par  Value 

Respondent   at    I     Respondent    at     H    Outstandini?  at 

He.  31.    1K24.       I        D^c.   31.   1&24.        R      Dtn-    .?!     1*^4 


3) 

n 

■D 
C 


DIVIDENDS. 


14 


iit 


ir, 


>7 


IS 


Dollars 
Per  Share 

(b) 


19 


20 


•21 


TTIVITJ 


PerCenll    Par  Value  of  Amount 
I  on  which  Declared.   (1) 
(c)      I  (d) 


Total. 


Amouat  of 
Dividend. 


Declared! 
(f) 


DATE. 

Payable. 


(9) 


Dividends 

Paid  During 

the  Tear. 

(h) 


DIVIDENDS  AT  CLOSE  OP  YEAR. 


Due  and  Unpaid.* 
(1) 


Declared  but 

Not  Yet  Due. 

U) 


•Includes  Dividends  Payable  January  1. 

(I)  For  no  par  stoeJc  show  nximber  of  shures. 


ADVANCES    FROM    AFFILIATED   COMPANIES. 


Line 
No. 

NAME  OF  CREDITOR  COMPANY,                         Total    Amount 

Owing  at   Begin- 
ning of  Tear. 
(•)                                                                <b) 

"I^r  nclpal  Received  During  Year.           Principal  Repaid  During  a  ear. 

Amount.              Date  of     Date  of             Amount.             rP^ltr,fint 
Receipt.    Maturity                  ^^^                   Repayment. 
(e)                        (d)              (e)                        (f)                          <0> 

li                            1    ■"  1        1      1 

Interest. 

Rate  per    Amount  Accrued 
Annum.         During  Year, 
(h)                       (1) 

-'     m'"^  ■  '■    '''  ''"'  *  '' '  '*' ' 

.... 

Total  Amount 

Owing  at  Close 

of   Tew. 

(J) 

-i    1   1    1   i '  1   1  "i^ 

21 

Notes  Payable — Demand. 

'    p. 

^ 

B. 

C. 

% 

* 

.„ 

_ 

k 

m^ 

,^ 

_ 

,  _ 

22 

__ 

1^      H 

■    ^ 

,^i  ■ 

»M 

HM 

_ 

.. 

—  - 

.  _ 

23 

r—     ■ 

,    . ,  II 

»mm    m 

.  L 

.^ 

_ 

\~ 

_ 

^ 

— 

54 



mmM   ^ 

.    N^ 

— 

mm 

_ 

►_ 

— 

— 

-  — 

-  — 

» 

Notes  Payable — Time, 

.,„  „       ,. 

^^   m 

m    MM 

MM 

mm 

_ 

1 

..- 

—  . 

.... 

TZ" 

■       M. 

MM 

m^ 

__ 

j 

_ 

_ 

_  . 

.  _ 



27 

.. 

■I    mm 

^^ 

_ 

„. 

_ 

_ 

_  - 

-  ~. 

28 

Accounts    Payable, 

M-    - 

-- 

— 

_ 

— 

- 

— 

— 

..    . 

•■    .^ 

« 

_ 

.- 

— 

— 





29 

-- 

=: 

j;^ 

**" 

,-, 

=a 

=s 

=:  :£= 

.30 

Total 

-      - 

' 

1                  — -  — 

-;' 

1 

= 

= 

= 

=: 

s 

^- 



= 

— — 

= 

= 

= 

= 

= 

= 

— 



* 

2, 
o 

3 


RETIREMENT  RESERVE. 

!^- r^ .  -  ,  .   . 

Line 
No. 

ITEM. 
(a) 

Electric, 
(b) 

(Jas. 
(c) 

Heating, 
(d) 

Water, 
(e) 

Other 
Departments. 

(f) 

Total 
(g) 

u-1 

CREDITS: 
Balance  at  beginning  of  year, 

% 

s. 

% 

c. 

% 

c 

$ 

c. 

$ 

c. 

$ 

c. 

ChaiKes  to  oueratinj;  expenses: 

3 

Retirement  expense  (account  938), 

I 

Other  operating  expense  accounts  (specify). 

H 

- 

C 

— 1 

J 

_ 

8 

Charges  to  profit  and  loss, 

» 

Other  credits  (specify). 

10 

.  11 

V' 

-  . 

13 

Total  Credits, 

1 

1 

03 

a> 

DEBITS: 

\M 

11 

Retirement  of  Plant  and  Equipment, 

\? 

Other  dohits  'specify), 

16 

1' 

18 

- 

19 

~ 

20 

Total  Debits, 

..::l. 

Halance  at  close  of  year, 

... . 

state  hereunder  the  rules  used  by  the  respondent  for  computing  the  amounts  credited  tc   retirement  reserve. 

• 

0 

' 

' 

31 
■» 


< 

u 

"1 

m 

3 

a 

(» 
a 

O 
r> 

3 

T 
W 


20 
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OTHIER   RESERVES.                                                                                                         | 
Show  the  particulars  called  for  concerning  reserves  carried  in  respondent's  accounts  at  the  close  of  the  year.                                   1 
Under  contingency  reserves  and  miscellaneous  reserves,  state  the  purpose  of  each  reserve  carried  under  these  titles.                       p 

JAne 
No. 

1 

Name  of  Account, 
(a) 

BaJance  at         1             Debits              1            Credits             1        Balanco  at         H 
befrinninff  of  year.  ■       during  year.        I       during  year.        1      dose  of  year.      H 

(t>)                 1                 (c)                 1                (d)                 1                (•)                il 

'    T 

•  |5                      i'    i                     c.  fl  1                      X 

-i. 

a  Mil 

f                                                    U                        ~ 

1^ 

4 

r                     J      "" " 

I      ft 

J 

-^ 

ill 

-L. 

IT                                 n 

1 

f                                "j| 

» 

I                                J 

10 

1                       "il 

11 

Slnkinif  Fund   Reservefl, 

1                 i                  n 

JSU 

J             I             H 

i  '^ 

1                     i 

Lll. 

Ul. 

P-"1 

"T 

*^ 

t 

.J2- 

i                     

LiS-j 

pSL. 

I 

21 

22 

Contributions  for  E-vtensiona   (state  class  of  service), 

:a 

::::  :::_:::    r":  "  t j 

24 

2i 

1 

.2L. 

J 

27 

1                       i 

28 

It                     zl 

^. 

I                      J 

1    IB-IT 

80 

U           -i- 

31 

i                                  ' 

|jS^ 

Cantineencv  Reserve   (slate  purpose). 

1                                  ! 

f 

84 

::::  iiiiiiijl:::::  :    :::::::i 

34 

f                                                               i 

i 

1  ^T 

1 

1                                                            j 

j  *. 

1 

I                                                            Jt 

!    39 

1                                '                            if 

1 
i    ,^ 

1                     zl 

41 

J                                                            if 

42 

MisrcUaneouB  Reoervoj  (state  pur;r>s*). 

i                               i                            J 

43 

t                                                           J 

44 

f                      a                                    i 

1    45 

i   4n 

:  47 

• 

t                                   i 

'    4«i 

1 

49 

i                 t 

M) 

It' 

* 

51     1 

II                  1                  t 

■ 

II 

H 

1 

If                J, 

1 

; 

'                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                               .■ 

! 
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INCOME  ACCOUNT. 

No/ 

1 

Item, 
(a) 

Electria 

Cr.s,                               Heatint;.                            Water, 
(c)                                       (d)                                       (r; 

Other 

Operatioris 
(f) 

Total. 
(S) 

1 

i 

1 

1>:C0ME  PROM   OPEItATU-TG   PROPRIITIES: 

T~ 

0 

— 

( 

--^ 

T 

n 

Z. 

$ 

_ 

—- 1 

" 

<  . 

- 

■» 

«; 

K4« 

— 

■- 

4 

t 

S 

1 

1 

f 

c. 

i 

•  » 

401,     Op»>r:itin^  Revenues, 

1 

s 

402.     Operatinpr  E^Xtcnsefl, 

1 

! 
1 

1 

- 

4 

403.     T'ncolIcctib]f»  Bills, 

— 1 

1      ! 

-- 

1 

ii 

I 
1 

Ii 

1 1 

5 

104.     Taso?, 

r 
1 — 

_ 

1 

>..... 

1 

Li 

J 

— 

i 

f^ 

Totil  Revenue  Deductions. 

— 

r 

" 

— - 

1 7._ 

Operating   Income: 

n 

-1 

— ^ 

^ 

i 

H-T 

r— 

1            S 

■      9 

41  i.     Ront  for  Icaso  of  other  plants. 

♦ 

■■ 

'-H 

1 

412.     Atnortiz.ation  of  Isniitod  term  land  righis, 

H- 

1 

r~ 

Total  (items  jll  and  415). 

1 

r 

1 
[ 

— r 

1 

—1 

^ 

k--H 

413.     Uent  accrued  from  l-a-se  of  pJaiits~Gr., 

— 1 

■      ■■ 

' 

.J 

J 

'1 

N<-t  ront  ceducti.in   (.-^redii   balance   in  red). 

\ 

_ 

i_. 

^j 

L-j 

■■1 

Net  Oprratmgr  Income, 

_ 

1 

k.M 

' — ! 

^ 

— 

r—' 

r— 

i 

u 

iNCOME  FROM   NOX-OI'ERATING  PROPEIlTIT<]S: 

1 

r" 

r* 

h- 

r^ 

— 

1 

15 

421.     Mi.'icellaneous  Uent  Re^enu*»s, 

M 

\— 

i 

i 

i_iC 

422.     Interest  on  l^ongr  Term  Debt  owned, 

I 

\- 

1 — 

i 

H 

i   1 

t 

:  IT 

■ II 

423.     Miscellaneous  Intfrce»:  Revenues. 

— 

\- 

■■ 

' 

r~' 

1 
1 

'~~ 

^ 

IS 

424.     Di\1dfend  Kcvenuea, 

1 

r- 

-^ 

"  ' 

1   1 

a 

19 

425.     Income  from  special   funds, 

r- 

\ — 

r-" 

1 

'JO 

426.     Miscellaneous  Non-operatinj?  Revenues, 

— 

L-. 

i 

c^ 

•    -.'i 

Total  (items  421  to  42€,  IncluRive), 

' 

n 

1 

;   22 

127.     Non-operating  Revenue  Deductions, 

_ 

— 

! 



""T'" 

i 

1 

1 
J 

] 

•»;» 

Total  Non-operatix»K  Income, 

r 

1 — 1 

H — i 

i 

■! 

V4 

Cross  Ctjrporate  Income. 

r- 

■■ 

! 

! 

'_'«» 

DEDUCTIONS  FROM  GRO.SS  COUrORATE  INCOME: 

— 

- 

— 

r~ 

i 

h-  < 

1 

1 

;  ■-•"> 

4ni.     Interest  on  Long  Terra  Debt, 

k- 

i 

J 

_- 

■     -*7 

432.     Miscellaneous  Intere.st  Deductions, 

! 
I 

1 
1 

r— 1 

1 

,     t-*^ 

•i:'..3.     Amortization  of  Debt  Discoi'jit  and  Expense, 

I 
i 

1 

1  -f. 

4?A,     Amortisation  of  Premium  on  Debt — Cr.. 

-- 

I 

1    :;o 

i^.^.     Miscellaneous  Amortization  chargeable  to  Income, 

h" 

, 

[ 

:5: 

4.16.     Miscc-ilaneous  Deductions  from  Cross  Corporate  Income, 

k«- 

\^ 

.— 

k"~" 

L_ 

1 

■■iz 

Totd.1  Deductions  from  Cross  Corporate  Income, 

I 

1 

1 

33 

Net  Incoi.ie  (loss  in  red). 

1 

L-. 

31 

DISPOSITION  OF'  NET  INCOME, 

r 

— 

— 

1 

1 

.;i 

441    Sinking  Fund  Appropriations, 

— 

36 

442.     Dividend  appropnations  of  Income, 

37 

41C.     Miscellaneous  appropnations  of  net  income^ 

r 

:fc 

Tot.'il  appropriat'.onts  of  Net  Income. 

L. 

_ 

h~ 

h— 

" 

r""' 

;i-J 

Baliinoe  Transferred  to  Profit  and  Imss, 

1 

— 

u 

,  , 

_ 

~ 

1 1 

< 

_ 

, 

KO'TE. — When  tw^o  or  n^cre  kinds  of  sfirvice  are  rendprhd,  Items  on  line 
Icindts  of  service  rnr.«ipre«l  i.s  not  reqiiirt-d. 

s  2  to  I?,,  indu-sive,  :nu.-?l   be  stated  separately  for  each    «ervlce.     Apportionment 

of 

itoms   below   line   Kl   to   the   dilT.^rent 

t>9 


3 
C 

30 
<» 

o 


o 

5' 

o 

o 

3 

3 

n 

a 

O 

o 

3 


o 
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Lf'          PROFIT  AND  LOSS  ACCOUNT. 

Lrino 
No. 

AcconnL 
Ca) 

Debits, 
(b) 

Credits. 

I 

Balance  at  beginning  of  the  fiscal  period. 

t 

— 1 

c:- 

-t 

"-n 

r-1 

[^ 

iT. 

** 

Calance  Transf<^rj  <d  fic-m  Income  Account. 

■ 

—^ 

3 

501.     Dividend   Approprictions  of  Surplus, 

* 

* 

1 

« 

• 

4 

502.     Appropriation g  to  Rc.<?crve.«. 

* 

• 

1 

• 

* 

6 

503.     Miscellaneous  Credits  to  Profit  and  Ix>88, 

w 

f 

? 

»" ' 

<: 

301.     MiGcc-llaneou3  Debits  to  Profit  and  Loss. 

• 

« 

1 

» 

«■ 

7 

Balance  at  the  end  of  the  fiscal  period. 

h— 

C: 

f— 

h- 

=r. 

— 

8 

Total, 

-4— 

L- 

i 

y                  Give  a  detailed  analysis  of  accounts  436— "Miscellaneous  deductions  from  gross  corporate  incorae/'  and  41S- 
11           appropriations  of  net  income,"  In  the  Income  Account;  and  accounts     502 — "Appropriations    to    reserves.''    503— 
II           credits  to  profit  and  loss,"  and  504— "Miscellaneous  debits  to  profit  and  loss,"  iu  the  Profit  and  Loss  Account, 
H           for  each  account. 

-"Mlscellaneoua          | 
-"Miscellaueour^          | 
State  siib-totalft 

Line 
No. 

Acct. 
No. 

Item, 
(a) 

Debits, 
(b) 

^..^ , :, 4 

Credits. 

pi.. .  ■ 

10 

$       ■ 

c. 

r" 

- 

,, 

c.  1 

n 

1 

i-i 

1 

13 

\ 

i 
1 

14 

r"' 

— 

to 

^ 

M 

t 

1 

1 

17 

:      1« 

19 

,   , 

... 

i 

\      ?fl 

„.,J 

Ul 

^ 

2-2 

'.'3 

'1\ 

1 

'J5 

1 

pn 

i 
1 

26 

h— T 

t 

> 

t.'7 

i 

1 

t 

■ 

2S 

i 

-■■•1 

-^ 

"j;* 

1 

*       1 

.•!0 

1 

.  ,    .. 

31 

i 

a2 

i 

1 

■■ 

£'J 

i 
1 

'r 

.H 

1 

""i 

1 

!<u 

1 

1 

1    ■ 

3f; 

i 

1 

i 

z: 

( 

i 
1 

"" 

\U 

' 

1 

;i9 

i 

J 

~i 

-10 

■ii 

. 

J-' 

■ ' ' '      '                                     1 

1 

\  t 

1  i 

13 

i 

— 1 

i 

' 

.  .'* 

U 

( 

1 

— 

1 

■ij 

■ . .  .. — ...  .,    ..  — . .. ^ 

F-,'                            L-       ... 1 ; 1 

-•- 

^ 

^ 

»!»-> 

b= 

1      ' 

1 

-« 

lL 

387 
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Annual  Report 

to  Illinois  Commarca  Commission 

TAXES. 

A—TAXES  PAID  DURING  YEAR. 

Show  the  particulars  called  for  with  respect  to  taxes  paid  during  the  year. 

Classify  the  different  kinds  of  taxe?  paid  as  Indicated  in  oolumn  (a),  and  show  to  what  accounts  the  payments  were  charged 
The  sura  of  columns  (c)  ^nd  (e)  should  be  equal  to  column  (b). 

*Thi3  schedule  should  not  Include  special  assessments  for  local  Improvements,  or  Income  taxes  levted  on  bondholders  and 
assumed  by  the  company  under  terms  of  mortgages. 

Unf 
No. 

Kind  of  Tax. 

1                               1                             DISTRIBUTION   OP    PAYMENTS. 

Period  to  which 

Payments  are 

AppUcaMe. 

(f) 

" 

1       Amount       1 

CharKfid  tn     1           CHARGED  TO  OTHER  ACCOUNTS. 

1                              ^          o»'_                       Name  or  Number 
1                               Prepaid  Taxes.                    of  Account. 
(«)                                 li            (b)                         (o>                                      (d) 

Amount. 
(•) 

I 

State,  County  and  other  local  taxes:          | 

J 

!. 

t> 

i                           J 

■^ 

3 

Statfl  frar.clii.'^e  Lax  on  capital  stock:         M                             Ij 

" 

4 

1                              1 

5 

1           1                   U 

Franchise  tax  on  earnings: 

r T 

~ 

7 

t t 

8 

11 

9 

Federal   .'ncome  tax:                                                                        U 

10 

Other  Federal  taxes   (detail):                                                    D 

11 

1 

12 

L L 

' 

■* 

.3  1      Tota.                       MUMMII 

■*' 

B— TAX  ACCRUALS  AND  DISTRIBUTION  OF  CHARGES. 

Show  hereunder  a  summary  of  the  debits  and  credits  to  the  controlling  accounts  for  taxes  accrued  and   preoaid  taxes 
classified  as  hidicateri.                                                                                                                                                                        " 

Line 
No. 

J'^EM.                                          1         AMOUNT.         |                                                ITEM.                                           1         AilOUNT. 

21 

Taxes  paid,  charged  to  Taxes  accrued  or  Prepaid     * 
Taxes  (See  table  above). 

I.  1 
]    Tax  liability,  beerlnnlnar  of  year.  «.. ,„„„ 

'. 

»    « 

4        •       * 

22 

Prepaid  taxes,  beginning  of  year,  $    ... 

. 

»    • 

4        •       « 

•» 

Balance. 

n 

Tax  accruals  deducted  from— 

•25 

Elcctnc  ODeratins  revenue,  o.  22.  1.  S.  nnl.  h. 

56 

Mhicellaneous  Adjustments  (describe  fully). 

Gas  opera^JnEr  revenue,  u.  22.  1.  7i.  nol.  c. 

27 

Heatinc  oDoratir?  revenue,  d.  22.  L  5.  eol.  d, 

«S 

Water  ovf^ratir^F  revenue,  n.  22.  1.  .T    rol.  p.. 

29 

J           Electric  Ra.ilrf»ai1   nneratJnfir  rfr^vf-miA    "Frirni   9. 

30 

Income  from  fton-utllitv  hu.'ilneR<j, 

31 

Income  from  Miscellaneous  Investments, 

32 

33 

a 

Miscellaneous  Adjustments  (describe  fully): 

So 

Tax  liability,  close  of  year,  |.... .>.                           >    *    > 

•    • 

36 

Prepaid  Taxes,  close  of  year,  %^^ —  •     ' 

*    • 

i 

37 

Balance, _ 

.J^l 

Total, 

—           .- -..- ^.       .  Tntal.  ■ 

1 

1 

1 

C— EXPLiVNATIONS. 

State-  h':re  the  particulars  of— 

(a)     All  Taxes  (including  special  assessuients)  charged  to  Fixed  Capital  during  the  year. 

t 

(h)     Apportlonrneiit  of  Tax  payments  not  charged  to  Taxes  Accrued  or  Prepaid  Taxe.'. 

(c)     The  basis  upon  which  taxes  are  apportioned  to  electric,  gas.  and  other  operations. 

i 

1 

1 

1 

( 

'■ 

«■ 

368 
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Section  2  E  |j 

(For  Electric  Ut'liti«i  Only) 


PLANT  AND  EQUIPMENT 

OPERATING  REVENUES 

OPERATING  EXPENSES 

STATISTICS  AND  PHYSICAL  CHARACTERISTICS 


•  ■m  .  1  u 


■"   — 


389 


o 


FIXED   CAPITAL    CHANGES    DURING    YEAR— ELECTRIC. 
Give  particulars  called  for  with  respect  to  changes  during  the  year  in  the  accounts  of  the  respondent  representing  fixed  capital  devoted  exclusively  to  electric  utility  operations. 
Additions  and  retirements  relating  to  fixed  capital  devoted  In  common  to  two  or  more  kinds  of  utility  operaUons  (electric  and  gas.  etc.)  should  not  be  Included  In  this  schedule  but 

In  the  schedule  "Fixed  Capital— general,"  on  page  9.  provided  sucJi  additions  and  retirements  are  not  apporUoned  to  the  utility  departments  interested. 

If  the  fixed  capital  of  the  respondent  has  boeu  reclassified  during  the  year  in  accordance  with  the  Uniform  Classification  of  Accounts  for  Electric  Utilities,  effective  Jan.  1,  1923. 

entries  giving  effect  to  such  reclassification  should  be  made  in  column  (d);  attention  should  bs  called  in  a  footnote  to  the  fact  that  auch  reclassification  has  been  made. 


n 


Line 
No. 


10 


il 


!3 


U 


lo 


16 


±^ 


•-'0 


^a 


2t 


J^ 


JO. 


■M 


-ii. 


.OIL 


.^L 


JO. 


ja. 


■&. 


JUL 


Account. 
(a) 


301.    Organization, 


302.     Franchises, 


303      Miscellaneous  Intangible  Capital, 


311.     l.aud, 


(a)     Steam  Power  Plant  Land, 


Additions 

during  year. 

(b) 


(b)     Hydro-electric  Power  Plant  Land. 


(c)     Gas  Power  Plant  Laud, 


7dl     Transmission  System  Land, 


(e)     Distribution  System  Land, 


(f)     General  Office  Land, 


(g)     Miscellaneous  Laud  Devoted  to  Electric  Oporatioaa, 


(g-1)     Stores  Department  lADd, 


(g-2)     Gen«rral  Shops  Land, 


(g-3)     Tianspcrtation  Department  l>and. 


=F 


(gi;     Communication  System  land, 


(g-5)     Miscellaneous  Land, 


112.    .Structure.j, 


^u)     f;teprn  Powor  Plant  Structmes, 


(b)     Ilydro-eicttric  Power  Plant  Structures, 


(c)     Can  Power  Plant  Strncturt-s, 


(d)     Transmission  System  Structures, 


(e)     Dibtribijtioii  System  Structure-;, 


(f)     General  Office  Structures, 


(i;)     Miscellaneouii  Structures  Devoted  to  Electric  Operations, 


(g-1)     Stores  Department  Structures, 


(g-2j     General  Shop  Structure^ 


(^3)     Transijortation  Department  nuildinga, 


(g  4)     Communicaticn  Sy-stem  Buildings. 


(g-5)     Miscellaneous  Buildings, 


313.     Boiler  Plant  Equipment. 


\:^ 


314.    Prime  Movers  and  Auxiliaries — Steam. 


315.    Tnrbo  Genenitor  Units— Steam, 


316.     Electric  Plant— Steam. 


317.     ail3celIaDeou::;  Pov.cr  Plant  Equipment— Steam, 


318.  Reservoirs,  Dams,  and  Waterways, 

319,  Roads,  Trails  and  Bridges, 


320.    Water  Turbines  and  Water-wbfels, 


Rttirements 

during  yeai*. 

(c) 


c 


Adjustments 
during  year. 


Net  Change 
during  year, 
(c) 


— ^ 


> 

3 
3 
C 

a 

TD 

o 


3 

o 
5' 

O 
o 

3 

3 


o 
a 

O 

o 

3 
3 

oi 

52. 
o' 

3 


A^aaaea^iidks 


a** 

321.    Turbo-Ge aerator  Units — HyiJro, 

■•" 

""^ 

"■ 

■■* 

■■• 

HKl 

^nmt 

M-M 

"" 

"~ 

K^M- 

"*" 

"" 

_ 

— 

■ 

M 

322.     Electric  Plant— Hydro. 

40 

;;23.     Misct'lJaueous  Power  Plant  Equipment—Hydro, 

U- 

41 

«2i.     Fuel  Holders.  Transmitters  and  Accossories, 

4-2 

3L'5     Internal  Combustion  Engines, 

1 — 

^, 

43 

,•526.     Electric  Plant— Gas. 

^_ 

U 

1127.     Mii^celinnoous  Power  PUat  EQuipment— Gas, 

... 

—  - 

i— 

^ 

[ 

kv«. 

_^ 

i.-v 

228.     Substation  Equipment, 

.--.- 

\— 

-ki 

:j23,     Storaj^e  Battery  Equipment, 

, 

47 

330.     Underground  Conduits, 

, 

r 

4S 

331.     Poles,  Towers,  and  Fixtures. 

L— . 



40 

332.     Overhead  Couauctors  and  Devices, 

1 

50 

333.     Underground  Conductors. 

- 

I— — 

, 

__ 

- 

51 

334.     TrausiuiSijiOn  Roads  and  Trails, 

Lj 

1^    1 

, ,- 

52 

3.?.=>,     Rervice-H, 

^^^ 

53 

336.     Line  Tran.stcriners  and  Devices, 

1 — 

1 

1 

•  — 

... 

.-m. 

:a 

337.     Line  Tran^iformer  Jnstallutiou. 

1 j 

1 — 

lib 

338.     Consumers'  I^Ieters, 

L_ 

— 

h— 

.«*« 



_ 

,      , 

^^^^ 

rf,, 

339.    Meter  Installation, 

_ 

[ 

57 

310.     Installation  on  Consumers'  Premises, 

... 

L_ 

i 

?.41      roinmerci.*il  Lamns. 

^ 

^ 

WM 

^^__ 

^^_ 

u 

5!* 

342      Street  Lighting  Equipment, 

— 

u- 

! 
1 

_ 

m 

343.     Electric  Appliances, 

i 

f— 

til 

344.     General  Equipment, 

1 — 

fjH 

6-.' 

(at     Ofilce  Equipment, 

J 

__ 

_ 

(i.) 

(b)     Shop  Equipment, 

~1 

h- 

^ 

_ 

ii 

(c)     Stores  Equipment. 

i 

— i 

(d)     Transportation  Equipment, 

1 
— ^ 

_ 

_ 

__ 

_ 

1 

(i6 

(e)     Telephoae.  Telegraph,  and  Wireless  System, 

— [ 

_ 

_ 

■        ^ 

_ 

_ 

mmm 

(t)     Laboratory  Equipment. 

1 

!i 

_ 

_. 

_ 

_ 

_^^ 

-4 

r< 

(g)     MiscellwJieous  Equipment, 

"~~i 

I 

_ 

^     , 

_ 

■HV 

I'fi 

inr^      MisrfUnnfoiis  Tangible  Canltai. 

»— ^ 

n 

1 

351.     Engineering  and  Superintendence, 

1 

"1 

— 1 

! 

_ 

71 

352.     ^.aw  Expenditures  During  Construction, 

1 

■7'> 

r.^9.      Ti^iiuiMi.;  and  Dftnia.fTfA  During  Construction 

1 

— 

— 

3b4.     Taxv;s  DurJGj;  ConJ?truo.tion. 

_-| 

7  1 

3o£»      Interest  During  Constiuction, 

^^a     An>^rpil8 neons  ( 'onstructiou  Exoeuditures. 

, 

— 1 

— 

— f. 

_. 

_ 

nr»k      t'oRi  nf  Plant  and  F-diimment  Purchased. 

J 

__ 

.  _i 

—J 

1 

-J 

77 

359.     Unfinished  Con:tiuction, 

1 — 

T'i 

Total, 

1 

~i 



— 

1  - 

. 

-J 

■^-1 

i 
1 

_j 

_ 

— 

^ 

. 

NOTE:     Account  357.  "Fixcl  Capital  Not  Classified  by  Prescribed  Accounts, '  is  not  iu<;luded  above  for  the  reason  that  the  schedule  is  intended  to  cover  onlj'  changes  in  fixed  capital 
during  the  carrt^nt  jear      Provision  has  been  made  on  page  8  for  showing  total  fixed  capi'ial  at  beginning  of  year  whether  or  not  classified  in  accordance  with  the  prescribed  accounts. 
If  Fixed  C3apital  inrstalled  prior  to  Jan.  1.  1923,  has  been  reclassified  during  the  year,  see  instructions  at  the  top  of  the  foregoing  schedule. 
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Armual  Report  to  Ifftntxls  Commerce  CommtsKion 


r 

OFCAAT 1  Mi3  REV  EN  U  E8. 

1 

x«. 

'                                                                                                  AOOOUKT.                                                                                     : 

-  - -  r- 

Number  of          11            Amount. 
Kilowatt  Hours,      h 

(c)                  II                 (d) 

Sales  (rf  ChureBt: 

:       1 

r 

J. 

tOl.    Metered  «ftles  to  geweral  ccaiiiuniers. 

*       ■       *       • 

J 

^J^ 

<&)    &eBM«fi£(e  lightiB^, 

u 

^« 

(b)     CommeriJai  Hgliting,                                                                                              ■ 

'       ■       '       ' 

r 

^e)    Coamereial  po-wcr. 

i     '    ;     ' 

:      i 

;       I 

. 

_^ 

(d)    Coasbisati^A  Ug^t  uad  power, 

'    :    ! 

1 

■         : 

(«)    Other  sal^s — metered. 

1 

«02.    Flat-ratd  e&Ies  to  general  cousuiuerfi. 

1 

-JL 

(a)    B«eidenca  Hsbtiag. 

' 

i 

JSL 

(b)    Commercial  Uehtlng, 

;  1 

'     :    : 

JL, 

(c)     Commercial  power. 

:     1 

■ 

603.    Railroad  corporations. 

i      1 

■*i 

604.    Other  electrical  corporations. 

' 

■ 

n 

605.    Municipal  street  lighting, 

: 

15 

606.    Miscellaneous  municipal  sales, 

"* 

. 

18 

Total  Sales  of  Current, 

■ 

17 

MiscellAQeoos  Ilevenne: 

Gross  Revenues, 
(b) 

i-'xpens 
(c) 

e8.                   •           .          • 

• 

1 

U< 

611.    Commissions  on  others'  electric  energy. 

i 

» 

% 

,  *• 

612.    Rent  from  electric  appliances, 

^ 

613.    Rent  from  property  uaed  In  operation. 

' 

1 

614.    Merchandise  and  Jobbing, 

' 

• 

22 

615.    Miscellaneous  operating  revenues, 

i 

JL 

Total  Miscellaneous  Revenue, 

1 

i 

1 

i 

J&> 

Total  Operating  Revenue  (line  2,  page  22). 

i 

9 

• 

< 

, 

I           t 

♦ 

^^-  —  ^—  ' 

IlLlne 

SALES  TO  RAILROAD  CORPORATIONS. 

Name  of  Purchasing  Company, 
(a) 

XumJ>er 
Kilowatt  I 

of                        Amount 
lours.                     Revenue 

1 

ot           1 

■■■■ 

81 

$ 

t 

-fflL 

: 

ja- 

1 

j 

a4 

1 

1 

t 

-Jft- 

Total  (Account  No.  603),                                                                                     || 

1 

i 

SALES  TO  OTHER  ELECTRICAL  CORPORATIONS. 

,! 

Line 
No. 

Name  of  Purchasing  Company.                                                                1           Number 

1      Kilowatt  F 
(a)                                                                                                0                   (b) 

of                       Amount  4 
lours.                    Revenue 

.      .....     (0 

i 

1 

E 

«      ' 

-4L. 

1 

'. 

-ja-. 

i 

■ 

"**" 

■ 

"''*" 

1 

"2 

Total  (Account  No.  604),                                                                                             I 

■ 
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Rftport  for  tH*  y«ar  Endtd  December  91,  1924. 


B5 


OPCRATiMG  EXl^ENSES— CLA68  A  COMPANIES. 

Tor  companies  having  annual  re»«nuea  from  electric  operations  exceediits  |£&6«009. 


fLilne 
jNo. 

AOCOUXT. 
<a) 

1                        •"■- 

1                           ""' 

Amonat. 

1 

1 

Steam  Power  Generation: 

' 

f'      ^ 

'TfT' 

2 

702.    Superintendeuce, 

3_ 

703.    Boiler  Labor. 

-4- 

704.    Engine  Labor, 

_  5 

705.    Electrical  Labor.                                                                                                              ||         |    |  |    | 

•—--•— 

l> 

706.    Ml6Ccllaneou»  Labor. 

. 

7 

708.    Fuel. 

8 

709,    Water.                                                                                                                          ' 

9 

711.    Lubricants,                                                                                                                       * 

-      ""J 

Ji- 

712.   Production  Supplies,                                                                                                            ^ 

j| 

ll 

713.    Station  Expenses,                                                                                                            |         | 

■     4 

>'-'- 

715.    Maintenance  of  Station  Buildings,                                                                                > 

1 

■ 

-LL. 

717.     Maintenance  of  Furnace.s  and  Boilers,                                                                           ; 

1 

Ji^ 

718.    Maintenance  of  Boiler  Apparatus,                                                                                 i 

1 

-^ 

719.    Maintenance  of  Steam  Accessories, 

I 

16 

720.    Maintenance  of  Steam  Engines,                                                                                        j 

17 

721.    Maintenance  of  Turbo-Generator  Units,                                                                        f 

.i^,. 

723.     Maintenance  of  Main  Generators,                                                                                    |          Mil 

19        724.    Maintenance  of  Exciting  Apparatus, 

I 

•JO        726.    Maintenance  of  Control  and  Protective  Squipment,                                                     j 

t 

•21 

726.    Maintenance  of  Transformers  and  Converting  Apparatus,                                          jj 

1 

.K, 

727.    Maintenance  of  Miscellanecu.s  Power  Plant  Equipment,                                              | 

•-'3 

728.     Steani  Generated — Apportionment  Account,                                                                   | 

L'4 

729.    Stebm  from  other  sources, 



2.') 

Total  Steam  Power  Generation,                         ^ 

*                          • 

•       V 

'-'« 

Hydro-Electric  Generation: 

'J7 

73-.     Superintendence,                                                                                                                             j    j   | 

— 

J 

_-js 

733.     Hydro-Electrical  Labor, 

"j 

.^^ 

734.     Statfon  Labor, 

J 

.siL. 

735.     Miser Ilaneou.'j  Labor, 

jj 

111. 

737.    Water  for  Power, 

1 

3-' 

73D.    Lubricants, 

1 

SS 

740.    Production  Supplies, 

1 

-:a-. 

741.     Station  Exnense. 

{ 

or. 

74.^,.    TJain'Lcnance  of  Station  Buildings. 

1 

-SL. 

745.    Maintenance  of  Reservoirs.  Dams  and  Intakes, 

1 

•tt. 

_.7iC.    Maintenance  of  Navigation  FaciHtieH. 

fl 

^ 

747.     Maintenance  of  V\'<ater\vays. 

1 

1      ^ 

-aa- 

748.    Maintenance  of  Forebays,  Pen-^tocks  and  Tail-races, 

1 

^ 

749.     ^lafctenance  of  Way  aad  Cars. 

"  r  ■" 

I 



-41 

750.    Maintenance  of  Telephone  System, 

^■i 

751.    Maintenance  of  Productioii  Koad.'t  and  Trail?,                                                                          111! 

..JiL. 

7r»3.    Maintenance  of  Water  Turbines  and  Water  Wheels, 

_iL- 

754.    Maintenance  of  Turbo  Generator  Unit", 

J1&. 

755.    Maintenance  of  Main  Generators,                                                                                     |] 

1 

ja- 

756.     Maintenance  of  Exciting  Apparatus,                                                                                j] 

1 

! 

.ii. 

7r.7.    Maintenance  of  Cortrol  and  Protective  Eotilpment.                                                    | 

1 

-iti~ 

758.    Maintenance  oi  Tranrformers  and  Converting  Apparatus, 

1 

-iiu 

759.    Maintenance  of  Mlscf^llareous  Pcwer  Plant  Eciuiprnent,                                              | 

_J 

fS^ 

Tctal  !Tydro-i;ioctric  Cenr-ration.                                                                                     'Jj 

«         •         * 

*    vl 

> 

1 

i 

, 

• 

: 

I 

. 

» 

'      "1 

_i^;^34,^               , 

:d 
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Annual  Report  to  Illinois  Commerce  Commission 

OPERATING  EXPENSES-CLASS  A  COMPANIES— Continued.   ' 

Line 
No. 

ACOOUNT. 
(a) 

Item.                    y                Amoimt. 
(b)                      1                      (c) 

1 

(las  Power  '.feneration: 

% 

c. 

V 

c. 

'» 

762.     Superintendence. 

— 

1 

3 

763.     Fuel  Labor, 

1 

i-:L 

764.     Engine  Labor, 

1 

5 

765.    Electrical  Labor, 

766,    jVIiscellaneous  Labor, 

7 

768.     Engine  Fuel, 

8 

770.    Water. 

9 

771.     Lubricants, 

i     ^^ 

772.    Production  Supplies. 

1 

773.    Station  Expense, 

— ^ 

'  Vi 

775.     Maintenance  of  Station  Buildings, 

1 

13 

777.     Maintenance  of  Fuel  Holders,  Producers  and  Accessories, 

14 

778.     Maintenance  of  Engines  and  Turbines. 

15 

780.     Maintenance  of  Main  Generators. 

16 

781.     Maintenance  of  Exciting  Apparatus, 

17 

782.    Maintenance  of  Control  and  Protective  Apparatus, 

18 

783.     Maintenance  of  Transformers  and  Converting  Apparatus. 

VI 

784.     Maintenance  of  Miscellanecus  Power  Plant  Equipment, 

ro 

785.     Power  Gas  from  other  sources, 

'--1 

Total  Gas  Power  Generation, 

* 

t 

k 

1 

-V 

•>> 

Miscellaneous  Production  Accounts: 

'J3 

791.     Electric  Energy  from  other  sources, 

* 

1 

i 

t 

i 

"1 

-V 

-= 

- 

24 

792.    Duplicate  Production  Charges — Cr., 

« 

t 

t 

_ , 

-y 



25 

793.     Production  Expenses  Transferred— Cr., 

* 

* 

k 

1 

-^ 

26 

Total  Production  EJxpenses, 

• 

i 

* 

t 

< 

-V 

— i — 

27 

Transmission  E.xpen^ses: 

28 

802.     Superintendence, 

29 

803.     Sub  Station  Labor, 

30 

804.     Sul)-Stcition  Supplies  and  Expenses, 

31 

806.    Labor  and  Expense — Underground  Conduits, 

32 

307.     Labor  and  Expense — Poles,  Towers,  and  Fixtures, 

33 

SOS.    Labor  and  Expense — Overhead  Conductors, 

34 

S09.    Labor  and  Expense — Underground  Conductors, 



1 

_ 

3o 

SIO.     MiEcelIaneou.s  Supplies  and  Expenses, 

k— > 

M 

Sll.    Maintenance  of  Structures, 

U- 

Ti 

812.     Maintenance  of  Substation  Equipment, 

L_ 

'«S 

813.     Maintenance  of  L^nderground  Conduits. 

r 

•£> 

815.     Maintenance  of  Poles,  Towers,  and  Fixtures, 

40 

816.     Maintenarfce  of  Overhead  Conductors, 

— 

41 

817.    Maintenance  of  Underground  Conductors, 

I  ^'^ 

81S.     Maintenance  of  Roads  and  Trail.'?. 

4;i 

Total  Transmission  Expenses. 

« 

li 

-y 

■'l 

_ 

, 

'■■■ 

■ 

— 

^"^ 

■ 

^^■MM 

MMH 

■"   ■ 

^^ 
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Report  for  the  Year  Ended  December  31,  1924 


E7 


OPERATING  EXPENSI^S-CLASS  A  COMPANIES-Continued. 


ACCOUNT, 
{a) 


i>istnbution  Expenses: 


S22.    Superuiteiulcuce,        


8"4.    Sub-statioa  Laboi', 


g25.    Sub-statiou  Supplies  arid  Expenses 
827.     Storage  llattery  l^bor,    


828.    Storage  Battery  Supplies  and  Expenses. 


830. 


Labor  and  Expense- -Underground  Conduits, 


lU 


S31.    Labor  and  Expense— Poles.  Towers,  and  Fixtures. 


832.    Labor  and  K'.LpeTise— Overhead  Conductors. 


83?.     Labor  and  ExT;pase— Underground  Cunduclots, 
834.    Misc'Jlaueous  Bunplies  and  Expenses, 


IS 


14 


836.    Salaries  and  Expenses— Meter  Dt^parttoeDt. 


837.     Testing  Lleters. 


S2S.    Miscellaiieous  Ej:pense^— Meter  Department. 
839.    Removing  and  "Resetting  Meters. 


18 


840.    Removing  and  Resetti;  g  Transformers. 


841.     Miiintenance  of  Strucuires 


20 


842.    Maintonance  of  Sub-station  Eouipment. 
a^ri     M;Lint.enancc  of  Storn^^e  Battery  EqulpmcUl 


844.     Maintenance  of  Underground  Conduits, 


816.    Maincenance  of  Poles,  Towers,  and  Fixtures, 

847.     Maintenance  ol  Qverbead  Conductors, 


24 


•Jti 


848.     Maintenance  of  Underground  Conductors, 


849.    Maintenance  of  Services, 


851.  Maintenance  of  Line  Transformers. 

852.  Maintenance  of  Consumers'  Meters. 


Total  Distribution  Expenses, 


•2h 


Utilization: 


863.    Commercial  Arc  Lamps. 


864.    Incandescent  Larop;^ — ^Installation. 


865.     Incandescent  Lamps— Renewals, 


33 


34 


35 


867.    Inspection— Consumers'  Premises, 


868.    Consumers'  Installaticns, 


870.    Municipal  Street  Arc  Lamps. 


.16 


m 


871.  Municipal  Street  Incandescent  Installations, 

872.  Municipal  Street  Incandescent  Renewals. 


873.    Mainteisauce  of  Commercial  Lamps, ^ 


S75.    Maintenance  of  Municipal  Street  Arc  Lamps^ 


S7( 


10 


4t 


J^ 


Total  Utilization  Expense. 


Commercial  Exprncjes: 


882.    Commercial  General  Labor, 


I    43        884.     Comraercial  Bookkeeping, 


46 


885.     Commercial  Contracts, 


887.    Commercial  ColUcting. 


888.     Meter  Reading, 


SSi).    Commercial  Supplies  and  Expenses. 

800.    Agents'  Commissiong. 

Total  Commerr.JHl  Expenses, 


M«i^irenance  of  Municipal  ^^^^'^^^  TT^eandascen^i  Lamps, 
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Annual  Report  to  llllnals  Commerce  Commiseion 

„ 

OPERATING  EXPENSES—CLASS  A  COMPANIES— Conciuded. 

Lfne 
No. 

ACCOUNT.                                                                                1                   Item.                    1                Amount. 
(«)                                                                                      1                     (b)                     I                     (c> 

t 

New  Busineiis  Expenses: 

j? 

r  p 

R. 

2 

903.     New  Business  Management  Salaries, 

J 

3 

904.    New  Business  Advertising-  t?alaries. 

1 

4 

906.    Demonstrations. 

5 

907.     Wiring  and  Appliances', 

ft 

SOS.    Advertising  Supplies  and  Expenses, 

7 

909.     Canvassing  and  Soliciting, 

8 

910.    Miscellaneous  New  Business  Supplies  and  Expenses, 

9 

Total  New  Business  Expense, 

1       *                  " 

• 

'      -V 

10 

General  and  Miscellaneous  Expenses: 

11 

923.     Administrative  Salaries, 

1? 

924.     Other  General  Office  Salaries. 

^ 

926.     tieneral  Office  Supplies  and  Expenses. 

_ll 

927.    General  Stationery  and  Printing, 

15 

928.    Maintenance  of  General  Structures, 

10 

929.    Operation  of  Communication  System, 

930.    Maintenance  of  Communication  System. 

■— 

IH 

931.     Law  Expenses, 

1 

932.     Insurance, 

29 

933.     Store  Expenses, 

2J_ 

934.    Transportation  Expenses, 

IM 

935.    Undistributed  Adjustments, 

23 

936.     Rentals, 

24 

937.    Other  Miscellaneous  General  Expenses, 

25 

938.    Retirement  Expense, 

.^ 

940.    Claim  Department  Expenses. 

•»7 

941.     Medical  Expenses, 

942.     Injuries  to  Employees, 

- 

2d 

943.     Other  Personal  Injuries  and  Property  Damage, 

944.     Miscellaneous  Accident  Expenses, 

31 

945.     Regulatory  Commission  Expen'=;es. 

— 

947.     Employees'  Welfare  Department. 

948.     Pensions, 

\—- 

I— 

— 

34 

949,     Franchise  Requirements. 

r    ~ 

j*r. 

950.     Amortization  of  Franchises. 

36 

951.     Electric  Expenses  Transferred — Cr.. 

37 

952.     Joint  Operating  Expenses — Cr., 

38 

953.     Duplicate  Miscellaneous  Charges — Cr., 

-22™ 

Total  General  and  Miscellaneous  Expenses. 

•                   t 

"^                                1 

» 

:dL_j 

~-i 

"-U 

,^^ 

— 

1 

- 

1                                     1            " 

3d6 


f,Ji    " 

Report  for  the  Year  Ended  Oecerr.ber  31,  1924. 

E9 

1                                                                                   OPERATING  EXPENSES— CLASS  B  COMPANIES. 

1                              For  companies  ha^-ing  aimual  revenues  trora  electric  operations  of  more  than  $50,000  but  not  exoeeding  $230,000. 

Line 

No. 

ACCOUNT.                                                                                                      Item.                   |                Amount 
(•)                                                                                                             (b)                     1                     (c) 

• 

1 

Steam  Power  Generation:                                                                                                           | 

e. 

■J"    '         ■       •  - 

5. 

o 

701.    Superintendence  and  Labor, 

' 

3 

708.    Fuel, 

• 

: 

1 

709.    Water, 

5 

710.    Miscellaneous  Supplies  and  Expenses, 

6 

715.    Maintenance  of  Station  BuildinKs. 

____. 

7 

716.    Maintenance  of  Steam  Equipment, 

& 

722.    Maintenance  of  Electrical  Equipment, 

9 

727.     Maintenance  of  Miscellaneous  Power  Plant  Eauioraent. 

10 

728.    Steam  Generated — Apportionment  Account, 

(1 

729.    Steam  from  Other  Sources, 

12 

Total  Steam  Power  Generation, 

«                      r 

•    -^ 

13 

Hydro-Electric  Generation: 

JJ 

7.^1.    Superintendence  and  Labor. 

15 

737.     Water  for  Power,                                                                                                          .      1 

18 

738.    Miscellaneous  Supplies  and  Expenses,                                                                            H 

i: 

743.    Maintenance  of  Station  Buildings,                                                                               | 

i 

Id 

744.     Maintenance  of  Reservoir.'!.  DamH  and  WatprwavR,                                                        1 

Id 

752.    Maintenance  of  Hydro-Electrio  Equipiment. 

I'O 

759.    Maintenance  of  Miscellaneous  Power  Plant  Equlomtrit. 

•ji 

Total  Hydro-Electric  Generation, 

*                      1 

'    -V 

22 

Gas  Power  Generation: 

'23 

761.    Superintendence  and  Labor, 

.....         « 

24 

768.     Engine  Fuel, 

2.-> 

769.    Miscellaneous  Supplies  and  Expenses, 

2ft 

775.    M;iintenance  of  Station  Buildings. 

27 

776.    Maintenance  of  Gas  Equipment,                                                                                            j     | 

28 

779.     Maintenance  of  Electric  Equipment, 

20 

784.    Maintenance  of  Miscellaneous  Power  Plant  fJquipment, 

30 

785.    Power  Gas  from  Other  Sources, 

j 

1 
* 

HI 

Total  Gas  Power  Generation, 

«                   r 

'    -^ 

32 

Miscellaneous  Production  Accounts: 

33 

791.    Electric  fenergy  from  Other  Sources,                                                                               * 

j~     '   15 

34 

792.    Duplicate  Production  Charges— Cr.,                                                                                  * 

s        '   =5 

36 

793.     Production  Expenses  Transferred — Cr., 

'         '   -V 

1 

86 

Total  Production  Expenses, 

•    -^ 

.S7 

Transmission  Expenses: 

a'^ 

802.    Superintendence. 

ao 

803.    Sub-station  Labor, 

40 

804.    Sub-station  Supplies  and  Expenses, 

41 

805.     Operation  of  Transmission  Lines, 

1   *" 

811.    Maintenance  of  Structures, 

43 

812.     Maintenance  of  Sub-station  Equipment, 

i 

4^1 

813.    Maintenance  of  Underground  Conduits, 

45 

814.    Maintenance  of  Transmission  Lines, 

4« 

818.     Maintenance  of  Roads  and  Trails, 

47 

Total  Transmission  Expenses, 

•                                     • 

■ ■              —                ■ ■ —^ 1                             :_ 
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Annual  Report  to  Illinois  Comrrerce  Commission 


OPERATING  EXPENSES— CLASS  B  COMPANIES—Concluded. 


iLine 
No. 


ACCOUNT, 
(a) 


Dibtrihution  Expenses : 


[ 


S22.     Superiiitepdence. 


823.     Sub-station  Expenses. 


826.    Storage  Battery  Expenses, 


829.     Operation  of  Diatributiog  Llnea, 


835.    Meter  and  Transformer  Operation, 


JO 


-LL 


Jl. 


J&. 


JUL 


_15 


841.    Maintenance  of  Structures. 


842.     Maintenance  of  Sub-station  Equipment, 


843.    Maintenance  of  Storage  Battery  Equipment. 


Item, 
(b) 


844.    Maintenance  of  Underground  Conduits, 


845.     Maintenance  of  Distribution  Lines, 


849.     Maintenance  of  Services, 


850. 


Maintenance  of  Transformers  and  Meters, 
Total  Distribution  Expenses, 


M. 


JL 


JL 


J3L 


JiL 


''I 


Utilization: 


862.    Commercial  Lamps — Opera tion, 


866.     Consumers'  Installation  and  Inspection  Work, 


869.     Municipal  Street  Lamps — Operation, 


8n  o 


Maintenance  of  Commercial  Lamps, 


874.     Maintenance  of  Municipal  Street  Lighting  Equipment. 


2*2 


Total  Utilization  Expenses, 


.-SL 


>7 


28 


2« 


.M. 


.JL 


-21. 


JiX 


-M- 


■a- 


Commercial  Expenses: 


882.     Commercial  General  Labor, 


883.     Commercial  Boolvs  and  Contracts, 


886.     Commercial  Meter  Reading  and  Collecting. 


889.    Commercial  Supplies  and  Expen.ses, 


890.    Agents'  Commissions. 


Total  Conunercial  Expenses, 


New  Business  Expenses: 


902.    New  Business  Salaries. 


905.     New  Business  Supplies  and  Expenses. 


Total  New  Business  Expenses, 


General  and  Miscellaneous  Expenses: 


0-^2.     Qpneral  Omc.q  Salaries. 


-M- 


-3Z. 


-M- 


..^a. 


JUL 


jiL 


M. 


General  Office  Supplies  and  Expenses, 


9 >.7      q^neial  Stationery  and  Printing. 


928.     Maintenance  of  General  Structures, 


929.    Operation  of  Communication  System, 


_9:j0.    Maintenance  of  Communication  System, 


931.  Law  Expanses, 

932.  Insurance. 


33v>. 


Store  Sxpensea. 


44 


45 


.ifi. 


I 


934.    Transportation  Expenses, 


935.     Undistributed  Adju.stmeuts, 


936.     Rentals, 


other  Miscellaneous  General  Expense, 


938.     Retirement  Expense, 


.iL 


-■tai^ 


JiL 


.uL 


JtL 


JUL, 


J^ 


933.     Injuries  and  Damages, 


945.     Regulatory  Commission  Expenses, 


946.     Relief  and  Welfare  Work, 


949.     Franchise  Requirements, 


950.    Amortization  of  Franchise, 


951.     Electric  Expenses  Transferred — Cr., 


952.     Joint  Operating  Expenses — Cr. , 


953.     Duplicate  Miscellaneous  Charges — Cr., 


Total  General  and  Miscellaneous  Expenses, 


Amount, 
{c) 


-V 
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OPERATING  EXPENSES— CLASS  C  COMPANJES. 

Frr  companies  having  annual  revenues  from  electric  operations  less  than  $r,0.000. 


Line 
No. 


10 


il 


I'i 


13 


ACCOUNT 
(a) 


Steam  Power  Generation 


701.    Superintendence  and  Labor, 


708.    Fuel, 


709.    Water. 


710.     Miscellaneous  Supplies  and  Expenses. 


715     Maintenance  of  Station  Buildings. 


71C«.     Maintenance  of  Steam  Equipment. 


722.    Maintenance  of  Electrical  Equipment. 


727.     Maintenance  of  Miscellaneous  Power  Plant  EQuipn^ent, 


r28.    Steam  Generated — Apportionment  Account, 


729.     Steam  from  Other  Sources, 


Total  Steam  Power  Generation. 


Hydro  Electric  Generation: 


14 


i.'» 


10 

i: 


IS 


Id 


-0 


L'l 


ifi 


731.     Superintendence  and  Labor, 


737.    Water  for  Power, 


73S.    Miscellaneous  Supplies  and  Expenses, 


743.     Maintenance  of  Station  Buildings. 


744      Maintenance  of  Reservoirs,  Dams  and  Waterways. 
752.     Maintenance  of  Hydro-Electric  Equipment. 


759.     Maintenance  of  Miscellaneous;  Power  Plant  Eqaipment, 


Total  Hydro-Electric  Generation, 


Gaa  Power  Generation: 


761.     Superintendence  and  Labor, 


ve 


'ia 


30 


768.     Engine  Fuel. 


775.    Maintenance  of  Station  Buildings, 


r76.     Maintenance  of  Gas  Equipment, 


779.    Maintenance  of  Electric  Equipment, 


785.     Power  Gas  from  Other  Sources. 


:<1 


■}•-• 


.13 


34 


1<C 


3S 


.SO 


40 


Miscellaneous  Production  Accounts 


792.    Duplicate  Production  Charges — Cr., 


37   Transmission  Expenses 


S02.    Superintendence. 


803.     Sub-station  I.,abor 


804.    Sub-station  Supplies  and  Expenses, 


41 


— — • 


43 


44 


46 


8C5.     Oi>eration  of  Transmission  Lines. 


811.     Maintenance  of  Structures, 


814.     Maintenance  of  Transmission  Lines, 


818.    Maintenance  of  Roads  and  Trails, 


769.     Miscellaneous  Supplies  and  Expenses, 


784.    Maintenance  of  Miscellaneous  Power  Plant  Equipment, 


Total  Gas  Power  Generation. 


791.    Electric  Energy  from  Other  Sources. 


793     Production  Expenses  Transferred — Cr.. 


Total  Production  Expenses. 


812.     Maintenance  of  Sub-station  Equipment. 


813.     Maintenance  of  Underground  Conduits. 


Total  Transmission  ExponneE. 
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2        822.    Superintendence, 


DiBtrlbuiion  Expenses  : 


3        823.     Sub.atatlon  Expense, 


82ff.     Storage  Battery  Expenses, 


82i»;     Operation  of  Distribution  Lines, 


«^     S35.    Meter  and  Transformer  Operation, 


841.    Maintenance  of  Structures. 


842.    Maintenance;  of  Sub-station  Equipment. 


10 


11 


12 


IS 


14 


843.    Maintenance  of  Storage  Battery  Eonlprnp^^^, 


844.     Maintenance  of  Underground  Conduits, 


846.    Maintenance  of  Distribution  Lines, 


849.     Maintenance  of  Services, 


850. 


15   Juiilizatlon ; 


Maintenance  of  Transformers  and  Meters. 
Total  Distribution  Expenses. 


16 


17 


I2-j     sea.     Munininal  Street  T.ft.mnB—nnpra« inn 


JLJ,.  S73.     Mainrennnre  of  rnrnmc^rcia}  Tamp^ 


20 


21 


S62.     CommercJal  Lampa— Operation. 


866.    Consumers'  Installation  and  Inscecpfjon  Work, 


874. 


Maintenance  <vf  Municipal  Street.  lA^htin.,  v,^mm?nt 
Total  Utilization. 


Commercial  Expenses: 


>'3   I     881.     Commercial  Administration, 


S&O.    Agents'  Conimissions; 


■M   [  '•fe'w  Business  Expenses: 


28 


Total  Commercial  Expenses, 


901.     New  Business  Expenses, 


Total  New  Business  Expenses, 


".eneral  and  Miscellaneous  Expenses 


922.     General  Office  Salaries. 


925.     Miscellaneoua  General  Expenses, 


36 


938. 


Retirement  Expense, 


939. 


Injuries  and  Damages, 


945.     Regulatory  Commission  Expenses, 


38   11    946.     Relief  and  Welfare  Work, 
949.     Pranchiae  Requirements, 


37 


38 


950. 


Amortization  of  Franchises, 


41 


951.    Electric  Expenses  Transferred— Cr. 


952. 


Joint  Operating  Expenses— Or, 


4fl       953.    Duplicate  Miscellaneous  Charges — Cr.. 


Total  General  and  Miscellaneous  Expenses, 
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tr SUMMARY  OF  OPERATING  EXPENSES. 

jNo. 

ACCOUNT.                                                                                                                                                   1                Amount. 

J 

I 

Total  Production  Expenses, 

1 

- 

2 

Total  Transmission  Expenses. 

3 

Total  Distribution  Expenses, 

4 

Total  Utilization  Expenses, 

5 

Total  Commercial  Expenses, 

«t 

Total  New  Business  Expenses, 

« 

Total  General  and  Miscellaneous  Expenses, 

8 

Total  Operating  Expenses— Electric  (to  1.  3,  p.  22),                                                                                                          H         1  ., 

._ 

STEAM    GENERATED— APPORTIONMENT    ACCOUNT. 
(For  Combined  Utilities  only.) 
The  table  following  will  not  be  completed   except  in  cases  where  other  utility  services  or  enterprises  are  operated  by 
respondent  in  connection  with  the  electric  utility,  and  steam  for  such  operations  is  supplied  from  a  common  toilor  plant.     In 
such  cases  the  entire  cost  of  steam  generation  and  the  apportionment  of  such  coat  should  be  shown  in  the  following  table. 
The  basis  of  apportionment  should  be  fully  explained  in  a  footnote. 

A— COST  OP  STEAM  GENERATED. 

Line 
No. 

Name  of  Accoxmt. 
(a) 

« 

Amount 
(b) 

•-•l 

7C3.     Boiler  Labor, 

$ 

.1 

•VJ 

706.    Miscellaneous  Labor, 

?3 

708.     Fuel.                                                                                                                                                                                     j 

•24 

709.    Water, 

■_»". 

711.     Lubricants, 

•^fl 

712.     Production  Supplies. 

•-'" 

713      Station  Expense, 

'28 

715.     Maintenance  of  Station  Buildings, 

-— 

•-"J 

717.     Maintenance  of  Furnaces  and  Boilers, 

30 

71S.     Maintenance  of  Boiler  Apparatus,                                                                                                                                  |         J 

1 

ai 

719.     Maintenance  of  Steam  Accessories, 

•S-.' 

727.    Maintenance  of  Miscellaneous  Power  Plant  Equiproont, 

m 

729.     Steam  from  other  sources. 

;i» 

Tuial  Cost  of  i^teani  Generated, 

— 

B— APPOPTIONMENT  OF  COST.                                                                                                      1 

No 

1                                   "1 ■    

•Acct.                                    Apportioned    to          1          Apportionecl    tc           fi          Apportioned   to 
No                                         Electric   Utility            |l              Gas   Utllitv.               1          Heatine  Utility. 

Apportic 
(f 

med    to 

Apportioned    to 

(c)           •         1 

(d)                     1                     (e)                     [ 

) 

(3)                         ' 

•J! 

^''T^r"""  "■* 

._! 

•>■) 

706 

r* 

1 
i 

•_'3 

70S 

r 

i 

?-; 

709 

L_ 

1 

•_'5 

711 

"7 

1 

__ 

L__ 

j 

20 

712 

— ' 

r 

! 

■    '27 

713 

— 

! 

;    .3 

715 

n" 

1 

•     '29 

717 

"H 

1 

30 

718 

. 

t 

. 

31 

719 

■ 

:>•> 

727 

i 

•53 

729 

r" 

W  3;< 

Total. 

- 

1 

r 

j 

H       State  tiie  ba^is  on  wincn  me  ap 

!lJ^^C!orllnHIU  wa-j  mau 

W     ■              ■■ ■     •                                                                   T 

» 
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IMPORTANT   PHYSICAL  CHANGES  DURINQ  THE  YEAR. 

Here  present  statements  as  foflcwsr     Every  item  mutt  be  answered     If  there  has  been  no  change,  that  fact  should  be  stated. 

1.     Important  power  plant  equipment  Installed. — . 


2.     Important  power  plant  equipment  retired, 


3.    Other  important  improvements, 


4.     All  otber  imnortant  physical  changes. 


Line 
No. 


COAL  AND  OIL  CONSUMED  DURING  YEAR. 

Show  in  the  table  below  the  quantity  of  coal  and  oil  coi.sumed  lu  steam  production  during  each  month  of  the  year,  and 
the  ITZse  cost  per  ton  or  gallon  at  which  the  quantity  coitsumed  was  included  In  operating  expenses. 

When  a  boiler  plant  generates  steam  for  use  in  other  operations  as  well  as  electric  Include  in  this  table  the  total  quantity 
of  fuel  used. 


10 


11 


12 


18 


14 


16 


17 


18 


10 


20 


JiL 


MONTH. 


STEAM  COAL. 


Tons. 


January, 


February. 


March, 


April, 


May, 


Juno, 


July, 


August, 


Septembf-r, 


October, 


November. 


December 


:= 


Totnl  and  aver^fie  for  y^ar^ 


Average   cost 
per  ton. 


FUEL.  OIL. 


Gallons 


c. 


Average  cost 
per  gal.* 


•  Compute  to  two  decimal  places 


ULJmaxvm 
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METERS. 
On  line  1  state  capacity  of  meters,  uaing  separate  column  for  each  capacity. 


FOR  ALTERNATING  CURRENT. 


Capacity  in  Anipereti. 


Number  of  Phases. 


i    Bought  During   Year, 


ILine 
No. 


Owned  at  BeginnJuji  of  Year, 


Total, 


Condemned  and  De.stroyed. 


Owned  Close  of  \ >.ar 


Tntal, 


FOR  DIRECT  CURRENT. 


_t;2_    Bought  During  Year^ 


ij 


Line 
No. 


Owned  Beginning  of  Year, 


Total. 


14     Condemned  nr  Pp^|ypy^^ 


Owned  Close  of  Year. 


SUMMARY  OF   ALL  METERS. 


-I    ^Alterrating  Current, 


ly, 


Direct  Current, 


^    }Coniyany  Use  Alternating  Current 


^Coinpanv  Use  mrac.t  rnrrpn.^, 


Total  in  Uae. 


a  '  Alteniating, 


•js 


H 


-ia. 


-sa- 


3J 


No.  I 


Jl. 


«ta 


^i  Direct, 


a  I 


-loiaL 


Total  Qwno^. 


■31      Meters  in  TT^f  Lfl.^t  Y?^^ 


Tiicreagf;  orPecraase  Meters  in  Use, 


DISTRI3UT10N  TRANSFORMERS. 

On  line  41  state  capacity  of  tranyformevi:.  using  separate  column  for  each  capacity, 


■n     Capacity  in  Kilowatts, 


Owned  Beginning  of  Year, 


•u 


4: 


Ji. 


Bought  During  Year, 
Total. 


Condemned  During  Year, 


46   'Owned  Close  of  Year. 


fn  Service, 


'li. 


60 


In  Stock  Close  of  Year. 


.dL 


.Ai^ 


!n  Service  Company  Use . 


Total  in  Service. 


Total  Owned, 


vj     Owned  Last  Year^ 


Increase  or  Decrease. 


" 


t 


Total. 


T-ra'aw 
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PRODUCTION    ^STATISTICS, 
ENERGY    FROM    ALL   SOURCES. 

Show  all  data  for  this  tabls  separately  by  Stations. 


GENEIRATING    STATION 
AND    LOCATION. 


(•) 


(b) 


Source  of 
Power. 
^Steam,    Water 
Purchased,  etc, 

<c) 


KIn3  of 
Current. 
(A.  C. 
D.   C.) 

(d) 


01 


Ntunlwjr  of 
Kilowatt  Hours 

Prccuced 
or  Purchesed. 


I'O 


Masrimum 

Load   In 

Kilowatts. 


m. 


Maximum 

Capacity 

m  ICilowattfl. 


^ 


How  !s 
Production    Measured? 


to 


11 


:3 


14 


Purchased  Energy 


ir> 


(State  Point  of  Delivery) 


16 


17 


18 


Vi 


Total, 


1 


•-•0 
21 


TK'^bat  is  coincident  maximum  of  all  stations  in  kilowatts ? 


JUi 


In  column  (ft)  Indicate  wWch  stations  are  connected  by  transmission  line  by  letters,  thus:    "A"  all  ftatlons  on  one  system,  and 
stations  on  another  system,  etc.    In  column  (a)  for  purchased  p<jwer  show  capacity  of  transformers. 


'B"  all 


STEAM  POWER  STATIONS— FUEL  DATA. 


[Line 
No. 


i'i 
1.'3 


Generating  statioti  and 
Ijocatlon. 


(a) 


ind  of  Coftl  Used 

[(Screenings,    Mine 
Run,  Slack,  etc.) 

(b) 


r 


General  Location 
of  Mine. 


(e) 


lias  Plant  R.  R  Average  Co.«?t  ct 


Fiding  or   is 
Coal  Hauled? 


Coal    Per   Ton 
(2,000  lbs.)   De- 
livered at  Plant 
Ce) 


Tons  of  Coal  Con- 
sumed Daring  Tear. 

X*) 


pounds  per  Kw-hr. 
Generated. 


(8) 


24 


25 


2C 


2S 


L'« 


TJ) 


31 


32 


[.ine 
No. 


3;j 


.t4 


3.J 


Point  of  Delivery. 
(s) 


ELECTRIC   ENERGY    PURCHASED 

==1 


From  Whom  Purchased, 
(b) 


Net  Cost  Per 
kw.br.    Purchased. 

(c) 


state   Voltage   and 

Frequency  at   Which 

Received. 

(d) 


Is  Contract  on  Fiie 
With  the  Commission? 

(e) 


I 


\ 
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HYDRAULIC   POWER. 


X 


From  what  river  Is  power  secured' 


Average  net  head  of  water. 


How  is  generatiou  measured? 


GAS  OR  OIL  POWER. 


Kind  of  fuel  used, 


Quantity  used. 


Average  cost  of  fuel  per  unit  (ton,  gallon  or  M.  cu,  ft). 


How  is  generation  measured? 


7 

8 

9 

10* 
11 


MONTHLY  RECORD  OF  OUTPUT  IN  KILOWA'J'T  HOURS— ALL  STATIONS:     (Produced  and  Purchased.) 

January  ,,      May SeptemLer  

February  „,     June  ^  October  

starch    «_ .      July , .____.._.._^     Novftn-.hflr 

April  »__ August  December 


IL 


Total  for  Year, 


m 


CLASSilFlCATION  OF  CONSUMERS. 

Classify  Consumers  at  the  c]o?e  of  the  year  as  iiadicated  in  the  schedule  below,  and  show  other  particulars  called  for;  quan- 
tities shown  in  column  (o)  should  be  consistent  with  those  shown  on  page  E  4,  col.  (c).  This  schedule  should  not  include 
energy  used  by  the  respondent,  or  energy  supplied  without  direct  charge  under  franchise  requirements,  or  energy  used  by  the 
respondent's  own  railway  department. 

Under  municipal  consumers,  consider  each  municipality  served  with  street  lighting  as  representing  a  consumer. 


Linj 
N'o 


21 


.iL 


CLASS. 
(a) 


Number  of  Consumers.* 


Metered, 
(b) 


Resident  ial. 


Commercial. 


Flat   Rttte. 
(c) 


Number 

of  Meterfs 

in    Service. 

(d) 


Kilowatt  Houre 

Consumed 

Duilng  Year. 

(e) 


23 


Power. 


24 


Combination  Light  and  Power. 


ia 


Other  Public  Utilities, 


26 


.Municipal, 


^L 


Total, 


i>\.o.U.'  ilu>   I'.isis  of  n'.rnheri  f^jiown,   indicating  whether  }jiis<eii  on   nomher  of  accounts,   motor.'?   in   sftxic,  or  other  basis. 


ENERGY  PRODUCED  AND  DiSTRiBUTEO. 

Show  the  particulars  called  for  concerning  the  q»;;antity  of  energy  available  for  distribution  during  the  year  arid  the  disposi- 
tion thereof. 


Line 
No. 


ITEM. 
(a) 


Kilov.-att  Hours, 
(b) 


Generated  (less  energy  used  in  station  auxiliaries). 


Prirfliflfipd  (guftttMty  toy  v,b^c^>  r^^PQnd^iU  ia  V\\\%^). 


2&. 


RxrhantTPd  (vMf\v(^c\  hv  respondents 


JU. 


.^a. 


Total  avpilfihift, 


2iL.iMlL. 


JU. 


JitL. 


F.xrharged  (delivered  by  respondent). 


■Suitnli'^fl  without  nirf;-",t,  r.har&fi  (franrUl.sft  rftnnirpnipnts,  ptr.,.\ 


..^o. 


l^si-'fl  hv  TPsnondPTit— RaiUvav  department. 


.40. 


-Othpr  riPM.Trtmpnt': 


JLi. 


.J2. 


Total  distributed^ 


4.3 


Lost  and  unaccounted  for. 
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n                                     -        -•  -  " 

0                                                                                                             TERRITORY  SERVED. 

CITT  OR  TOWN. 

(a) 

"                                  

II             STREBJT  LIGHTING  DATA.         |            NO.   OF  CONSTJBIERS, 

Total              1  Popt 
Kilowatt           liesitii 

.Number 

jiatlon    of    Houn 

nated).  Per  Day 

Service  it 

rnrnlshed. 

Ino. 

n              ARCS. 

INCANDESCENTS, 

Lighting, 
(f) 

Power, 
(a) 

TotaL 
(h) 

Line 

Ij  Number 
M  of  Area. 

1      (b) 

Connected 

Loail  m 

kw. 

(e) 

No.    of 
Lamps. 

(d) 

::;onnected 

Loart 

in   kw. 

(e) 

/loiira              11 
Sold.              n 

«)                   1          < 

* 

'2 

' 

I 

4 

1 

6 

T 

fi 

1 

8 

]T 

2 

[ 

-li_. 

1 

1" 

13 

1 

U 

. 

1 

15 

T 

1 

IB 

T 

1 

17 

I''.., 

1 

.  Itf 

r 

1 

1 

1 

ll 

or* 

1 

23 

! 

-Si. 

j' 

1 

.^. 

T 

1 

M 

1 

-.21- 

j 

1 

J2fi_ 

X 

29 

1 

_m_ 

1 

1 

82 

1 

1 

.JL. 

1 

1 

34 

1 

.Jifi. 

X 

1.21- 

f 

Rural  Consumers.                , 

1 
Othftr  T^tnitY  OomDanles.    ; 

} 

i 

-SL. 

40 

i 

41 

42 

i 
! 

' 

43 

Total. 

1     ',       ,               ,       .- 

Note: — The  total  number  of  consumers  shown  in  columns  (f),  (g),  and  (h)  should  be  consisten 
E-17  under  Classification  of  Consumers. 

t  with 

number  shown  on  page 
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No. 


•r^ 


E19 

sac 


RECORD  OF  STATION    EQUIPMENT. 


List  below  all  equipment  of  the  kind  designated,  giving  complete  data, 


Steam  Boiler  Equipment  (number  of  boilers,  manufacturer,  rating,  type). 


JSL 


JLL 


Jm- 


J2. 


14 


Jd. 


Source  of  Boiler  Feed  Water. 


Steam  Engine  Equipment  (number  of  units,  kind,  manufacturer,  rating,  speed,  number  and  siy.e  of  cylinders) . 


16 


18 


1» 


OL 


'£1 


M. 


34 


Do  you  operate  Condensing  or  Non-Condensiag? 


Source  of  Water, 


Hydraulic  Equipment  (number  of  units,  kind,  manufacturer,  rating,  speed,  size), 


Gas  Equipment  (number  of  units,  kind,  manufacturer,  rating,  speed,  number  and  size  of  cylinders). 


•-'6 


22. 


JSlectricai  Generating  i?;quipment  (numoer  oi  units.  Rind,  manuiactiirer,  rating,  speed,  voiting,  phases,  frequency,  aiid  state" 
if  direct  connected), 


*2L 


eo 


30 


JIL 


32 


3J 


.31 


a% 


JiL 


87 


S8 


S9 


40 


-iL 


Sm 


Station  Electrical  Conversion   (number  of  units,  kind,  manufncturer,  rating,  speed,  voltage,  phases,  frequency,  and  location). 


Storage  I^attcry  Equipment   (number  of  units,  kicid,  manufacturer,  rating), 


Do  you  use  feeder  regulators? 


Automatic? 


Manual? 


Do  you  use   generator  voltage   regulators? 


407 
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on 
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APPE:wn[x  c 

REFERENCE  TO  ACCOUNTING  LITERATURE 

ON 
PUBLIC  UTILITIES 
For  those  who  want  to  fain.lllarlze  themselves  with  some  of  the 
literature  on  public  utilities  relating  to  accounting,  a  selected 
list  of  books  and  periodicals  are  given  in  the  following: 

BOOKS 

!•  Public  Utility  Rates  •  • » .Barker,  Harry 

2.  Public  Utility  Regulation. Cooke,  M*L* 

3.  The  Financial  Plan  of  the  New  Public  Utility, 
Vol*  II,  Chapter  5;  The  P^xblic  Utility 
Holding  Company,  Vol*  IV,  Chapter  5;  Vol.  v# 
pp*61-87  (In  his  Financial  Policy  of 

Corporations ) *  .Dewing,  Arthur  S# 

4.  Valuation  of  Public  Utility  Properties ••Ploy,  H. 

5.  Value  for  Rate  Making*. ••.,..• .....Floy,  H. 

6*  Engineering  Valuation  of  Public  Utilities... • .Poster 

7.  Valuation,  Depreciation  and  the  Rate  Base... . .Grunsby,C.E.&  CE 

8.  Fair  Value. Hartman,  H.H* 

9.  Public  Utilities-Their  Pair  Present  Value 

and  Return. • Hayes,  R.V. 

10.  Public  Utilities-Their  Coat  New  and 
Depreciation.... .» ..Hayes,  R.V. 

11.  The  Financing  of  Public  Service  Corporations.. Ignatius,  M«B. 

12.  Rate  Making  for  Public  Utilities ..Lyndon,  Lamar 

13.  The  Development  of  Scientific  Rates  for 
Electricity  Supply,  1915.  (Reprints  of 

Selected  Original  Rate  Papers) .Lyndon,  Lamar 

14.  Theory  and  Practice  of  Public  Utility 

Valuation Maltbie,  W.H« 

16 •  Regulation  and  the  Management  of  Public 

Utilities... Morgan,   C.S. 

16«   Depreciation  of  Public  Utility  Properties..... Riggs,  Henry  E. 
17»  Depreciation-Principles  and  Application, 

P.P.   319-445. Saliers,  E.A. 

18*  Accountants'  Handbook,  PP«  1182-1206 Saliers,  E.A, 

19.  Guiding  Principles  of  Public  Service 

Regulation. .•••»••« • •  .Spuir 

20«  Valuation  of  Public  Service  Corporations, 

FSair  Value  for  Rate  Purposes •  .Whitten 

PAMPHLETS,  PAPERS,  AOT  PERIODICALS 

1.  Accounting  Treatment  of  Orrerhead  Construction 

Costs  in  Public  Utilities*. Anderson  &   Co«, 

2.  Allowance  for  Working  Capital  in  Rate  Case 
(Political  Science  Quarterly,  Sept.  1916, 

Pit  413-29) , Bauer,  J. 
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Z.   Idea  of  Capitalization  as  Applied  to  PuWic 
Service  Corporations  (Journal  of  Accoirntancy, 
July  1916,  pp.  1-9;  Political  Science  Quar- 
terly, vol.  22,  1916) Bauer,  J* 

4.  The  Economic  Capitalization  of  a  Public 

Utility  Company,  (The  Annalist,  June  11,  '23) .  .Clierry,  C.  P. 

5.  Economic  Conditions  Affecting  Pul^lic  Utilities, 

fGas  Record,  Vol.  XVIII Hagerat,  W*J. 

6.  Valuation  of  Public  Utilities  for  Hate 
Making  Purposes  (Joiirnal  of  Accountancy,  Feb. 

tl6,   pp,   146-9) James, Cbas*G. 

?•   Standard  Accounting  for  Municipally  O^ned 

Public  Utilities   (Journal  of  Electricity,   Jan* 

1,  1922,  pp.  1304 A..Edgerton.E*0. 

8*  Public-Utility  Accounting  (Area.  Mar.  '23 

pp.  81-96) .Heilman,  R*E. 

9.  Working  Capital  for  Rate  Making  Purposes • 

(Journal  of  Accountancy,  TTov.  1918,  pp. 340-2) .  .mnn,  Olaf  A. 

10.  Relations  of  Engineer  and  Accountant  in  Public- 
Utility  Development  (Electric  RailTway  Journal, 
Oct.  7,  '22,  pp.  13-4) Keale,  P*  J* 

11*  Municipal  Ovunershlp  of  Public  Utilities 

(Journal  of  Accountancy,  J'eb.  '16.  pp. 146-9).  ..Walton,  Seymour 

12.  Financing  Public  Utilities  under  State 

Control  (Gas  Record,  Vol.  9., pp.  356-7) .Wilson,  0.  P. 
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